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While the importance of the state regulatory bodies is steadily in- 
creasing, and while the state legislatures are steadily adding to their 
responsibilities, the funds provided for carrying on these new duties 


are inadequate. 


The following article—the first of a series of two— 


is based on a survey-which points out some of the specific needs for 
appropriations sufficient to place state regulation on the plane of 
ciency demanded by present-day conditions. 


By DR. WILLIAM E. MOSHER AND DR. FINLA G. CRAWFORD 


| | NPRECEDENTED extensions in 
the electrical, gas, and motor 
bus utilities account for only 
a part of the added burden of work 
which has been placed upon the com- 
missions in recent years. 

In many cases the regulatory bodies 
have been charged with administering 
railroad grade crossing elimination, 
bridges, pipe lines, warehouses, taxi- 
cabs, transfer companies, wharves and 
docks, water companies, and aviation. 
Investigation indicates that state legis- 
latures have not hesitated to increase 


the functions and activities: of the 
commissions—but at the same time 
they have failed to increase appropria- 
tions sufficiently to enable the state 
commissions to carry out their new 
duties effectively. 


HE amount of security issues ap- 

proved by a commission may be 
considered a crude measurement of 
the extent to which its activities have 
expanded. New securities mean add- 
ed capital investment in extensions in 
plant and distribution facilities. Un- 
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der proper methods of administration 
these extensions obligate the regula- 
tory body to make field surveys and 
check vouchers covering costs of new 
construction, to audit more extensive 
annual financial reports, to inspect 
more meters and other equipment, to 
supervise a greater number of cus- 
tomer-company relations because of 
new customers, and to make more ex- 
tensive and more involved computa- 
tions in checking the value of the in- 
vestment for rate making and other 
purposes. 

In the report of the New York 
Commission on Revision of the Pub- 
lic Service Commissions Law the dis- 
parity between responsibilities and ap- 
propriations was emphasized in the 
following paragraph : 

“According to the records, the appropri- 
ation to the commission for the current 
year (1929-30) was $932,585.04. Although 
this is a large sum, it will not appear so 
when it is considered that the securities 
approved by the public service commission 
up to and including 1928, exceed three bil- 
lions of dollars. According to a 
summary table, the increase in appropria- 
tion has been in the neighborhood of $160,- 
000 in the years 1924 to 1930. When one 
considers the extent of the development of 
utilities, mergers, and the like in this same 
space of time, it seems clear that this in- 


crease is not adequate for the proper per- 
formance of the commission’s functions.” } 


D ESPITE New York’s comparative- 
ly large budget, the commis- 
sion’s activities were much limited by 
inadequacy of funds. The annual re- 
ports from 1921 to 1929 indicate that 
such activities as the New York Tele- 
phone investigation, grade crossing 
elimination, and the inspection of bus 
lines in capitalization cases were cur- 
tailed by inadequate appropriations. 
In 1922-23, the inspection of railroad 


1 New York Commission on Revision, Re- 
port 1930, Vol. I, p. 33 


equipment and the grade crossing sur- 
vey were hampered seriously by the 
same cause. In 1924 gas meter and 
telephone service inspection were re- 
ported as inadequate because of staff 
limitations. In the same year inspec- 
tion of bus lines was carried on by a 
staff of three men when six were 
needed. Such other matters as in- 
spection of properties and services of 
steam railroads were neglected be- 
cause of under-staffing. Some of the 
same shortcomings are noted year 
after year. 

The handicaps listed are taken from 
commission reports. They are some 
of the more obvious and tangible ones. 
The investigation of the commission’s 
activities went to show that because 
of inadequate staffing the commission 
had failed to perform certain major 
functions of regulation, such as keep- 
ing valuations for rate-making pur- 
poses up to date,* checking annually 
the rate of return on value of invest- 
ments, allocating overheads, genera- 
tion, and other costs to operating units 
after consolidations, determining costs 
for various classes of consumers (in- 
dustrial, commercial, and domestic) 
standardizing rate schedules,* render- 
ing more adequate assistance to munic- 
ipalities in preparation of rate cases. 
In other words, appropriations did 
not suffice for the proper performance 
of both major and minor functions. 
Although the New York commission 
called certain of these deficiencies to 
the attention of the state legislature 
from time to time, increases in appro- 

2 The rate of return in electrical properties 
was checked systematically in 1 for the 
first time. 

3 Preliminary hearing on gas rate sched- 


ules were under way when the investigation 
began. 
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priations were granted only occasion- 
ally and then they were granted in in- 
sufficient amounts. 

Positive evidence of the under- 
financing of the New York commis- 
sions is found in the extent of supple- 
mentary appropriations made by the 
legislature when the need of more 
funds was brought to its attention by 
the investigating commission. In 
terms of dollars the increase was 
$215,000; in terms of salaried posi- 
tions it meant a staff increase of sixty- 
one. 

It was pointed out above that the 
New York commission has attempted 
to regulate utilities with an invest- 
ment of upwards of $3,000,000,000 
on appropriations approximating $1,- 
000,000. An effort to get correspond- 
ing figures from other states was un- 
successful. Through the annual re- 
ports and information supplied direct- 
ly by the commissions it was possible 
to set up for all states except North 
and South Carolina a comparison be- 
tween the appropriations for the years 
1920 (or 1919-20) and 1930 (or 
1929-30). The table on pages 546-7 
summarizes the regular and special 
sums available to the commissions 
throughout the country; with these 
figures in hand comparisons may be 
made that will support the observation 
that under-financing has been a chron- 
ic condition to which must be ascribed 
many of the shortcomings of regula- 
tion. 


) gemmpay i $7,100,000 was 
spent in 1929-30 to regulate the 
various utilities and other interests 
within the jurisdiction of state com- 
missions.* Of the $7,100,000, four- 
teen states spent less thar $50,000 
each for all utility regulation; fifteen 
states and the District of Columbia 
spent between $50,000 and $99,000 a 
year; eleven spent between $100,000 
and $200,000; while in New York, 
New Jersey, Pennsylvania, Illinois, 
California, Ohio, and Oklahoma the 
range was between $200,000 and 
$1,034,521. When it is considered 
that, apart from the railroads, over 
$25,000,000,000 worth of property 
with an annual income of $1,956,000,- 
000° from electrical service; $322,- 
000,000* from bus transportation; 
$927,774,0007 from street railway 
utilities, and $446,245,000 ® from gas 
utilities is being regulated—i. e., in 
so far as it is publicly controlled— 
with this inadequate budget, it is 
hardly surprising that there have been 
and are serious gaps and many short- 
comings in state commission regula- 
tion. 


$7,100,000 represents the aggregate ap- 
propriations for commission regulation ac- 
cording to the annual budgets and direct 
communications from 47 states arid the Dis- 
trict of Columbia. 

5 Commerce Yearbook, U. S. Dept. of Com- 
merce, V. 1 No. 8, 1930, p. 273. (Sales of 
electricity only.) 

Bus Transportation, McGraw-Hill Pub. 
Co. V. 9, No. 2, (Feb. 1930) p. 59. 

7 Statistical Abstract of the U. S. 1931. 
U. S. Dept. of Commerce, p. 440. 

8 Ibid. p. 798. 
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functions and activities of the commissions—but at the 


q “STaTE legislatures have not hesitated to increase the 


same time they have failed to increase appropriations suffi- 


ciently to enable the state commissions to carry out their 
new duties effectively.” 
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Appropriations Made to the State Commissions 


STATE 
ALABAMA 
ARIZONA 
ARKANSAS 


CALIFORNIA 


COLORADO 
CONNECTICUT 


DISTRICT OF COL. 


FLORIDA 
GEORGIA 
IDAHO 


ILLINOIS 
INDIANA 
IOWA 


KANSAS 
KENTUCKY 
LOUISIANA 


MAINE 


MARYLAND 
MASSACHUSETTS 


MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 


MONTANA 
NEBRASKA 


1920 
$50,000 
49,120 
11,525 (5 
months only) 
329,875 
116,980 (Spec.) 
44,850 
42,800 12 
39,520 (1922) 
17,500 (1921) 
27,700 
41,180 


Name or CoMMISSION 
Public Service 
Corporation 
Railroad 


Railroad 


Public Utility 
Public Utility 
Public Utility 
Railroad 

Public Service 
Public Utility 


698,850 9 
100,000 
38,300 
85,700 ( Spec.) 
60,400 
21,250 
20,900 
10,000 ( Spec.) 
50,000 
15,000 ( Spec.) 
105,670 
164,865 
44,730 ( Spec.) 
39,921 
100,000 
16,900 12 
162,500 


Commerce 
Public Service 
Railroad 


Public Service 
Railroad 
Public Service 


Public Utility 


Public Service 
Department of Public Utilities 


Public Utility 

‘Railroad and Warehouse 
Railroad 

Public Service 


56,500 
60,781 


Board of R. R. Commissioners 
State Railway 


1929-30 


$100,000 12 


96,590 
32,388 ® 
4,000 2° ( Spec.) 

503,400 12 

75,000 ( Spec.) 

55,900 

70,232 12 

76,430 (1928) 

72,750 

70,000 

32,042 9 

20,000 7 ( Spec.) 
609,850 22 
172,000 32 

82,465 


85,300 

25,000 

27,360 12 

10,000 ( Spec.) 
119,250 

15,000 ( Spec.) 
142,020 
159,485 

84,000 (Spec.) 
140,050 12 
149,600 

20,150 9 
102,661 12 
250,000 ( Spec.) 

59,735 

69,940 9, 18 
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(continued ) 

STATE NAME oF CoMMISSION 1920 1929-30 
NEVADA Public Service $20,500 9 $17,500 ® 
NEW HAMPSHIRE Public Service 31,700 60,700 18 
NEW JERSEY Bd. of Pub. Util. Commrs. 163,250 261,886 
NEW MEXICO State Corporation (no juris- 24,300 27,200 

diction in cities over 10,000 
population) 
NEW YORK Public Service and Transit 804,231.59 1,034,521 


NORTH CAROLINA Corporation 34,980 18 
18,000 ( Spec.) 


NORTH DAKOTA Board of R.R.Commissioners 43,075 (1921) 55,300 
OHIO Public Utility 158,615 266,000 12 
5,450 ( Spec.) 
OKLAHOMA Corporation 176,950 230,550 
OREGON Public Service 48,500 89,965 
PENNSYLVANIA Public Service 346,500 9 474,500 9 
100,000 (Spec.) 125,000 (Spec.) 
RHODE ISLAND Public Utility 29,000 31,000 
SOUTH CAROLINA Railroad 49,556 12 
SOUTH DAKOTA Board of R.R. Commissioners 50,550 52,980 
TENNESSEE Railroad and Public Utility 26,300 30,800 
TEXAS Railroad 43,000 84,210 12 
UTAH Public Utility 25,000 29,000 
2,299 ( Spec.) 850 (Spec.) 


VERMONT Public Service 10,805 16,000 12 
5,000 ( Spec.) 


VIRGINIA State Corporation 82,275 135,380 12 
WASHINGTON Department of Public Works 91,5009 155,000 9, 12 
WEST VIRGINIA Public Service 80,000 12 80,000 11, 18 


WISCONSIN Railroad 185,000 185,000 12 
15,000 (Spec.) 20,000 ( Spec.) 


WYOMING Public Service 4,549 11 10,375 12 
$4,387,435 $7,113,851 


® As the appropriation is made for a 2-year period, one half is assigned to the year 1920. 
10 Appropriations for special purposes are included in arriving at grand totals. 


11 Salaries out of general funds. 
12 All or part of the cost of regulation assessed against utilities. 
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Either because the commissioners 
have neglected to make their needs 
known, or because legislators have 
failed to appreciate these needs when 
made known, the policy suggested by 
the above statistics must be charac- 
terized as one of parsimony. 


HAT have been the consequences 

of such parsimony? The fol- 
lowing effects of under-financing will 
be noted: 

1. Inadequate staffing and other 
ills affecting the personnel ; 

2. Neglect of various statutory du- 
ties and responsibilities ; 

3. Lack of independent study and 
investigation of what may be called 
“long-run” problems ; 

4. Inability to codperate satisfac- 
torily with other public authorities, 
such as municipalities and the Inter- 
state Commerce Commission. 


D ESPITE the greatly increased 
work of state commissions, the 
staffs in the main have remained al- 
most stationary in size during the past 
ten years. A comparison of commis- 
sion staffs separated into administra- 
tive, engineering, accounting, and le- 
gal divisions in 1920 and in 1929 ap- 
pears in the table on page 549. 

It will be noted that of these forty 
states and the District of Columbia, 
only twenty show increased adminis- 
trative divisions. Illinois shows a loss 
of four members, Indiana of nine, 
and New York of twelve. In the en- 
gineering departments only eleven 
states and the District of Columbia 
have increased their personnel * while 


18 Wisconsin, New York, Pennsylvania, 
New Hampshire, Missouri, Maryland, Maine, 
Michigan, Iowa, Oregon, Indiana, and the 
District of Columbia. 


in nine a reduction is indicated.* In 
the other states the size of the engi- 
neering force remained unchanged. 

In the accounting division an in- 
crease is denoted in fourteen states ® 
and a loss in five.** No changes ap- 
pear in the reports for the other states 
including those which have no ac- 
countants whatever, namely, Wyom- 
ing, Vermont, New Hampshire, Ne- 
vada, Kentucky, Louisiana, Missis- 
sippi, New Mexico, and Rhode Island. 

Ten states increased the size of 
their legal departments.” Arizona, 
Nevada, and Michigan have no for- 
mal legal department but rely upon 
the attorney general’s office for aid in 
the legal work. Maryland and Idaho 
decreased their legal staffs during this 
time. 

It is to be concluded, therefore, 
that the staffs of most commissions 
have remained stable, increasing or 
decreasing by very few members dur- 
ing the years when certain utilities 
have grown by leaps and bounds. In- 
creases in staff cannot be brought 
about until legislatures provide the 
necessary appropriations. Most state 
legislatures, according to investiga- 
tors, have largely ignored requests 
from commissions for increased 
staffs. In commenting upon the fu- 
tility of seeking larger appropriations, 
former Chairman William A. Prend- 
ergast of the New York commis- 


14 North Dakota, California, Ohio, Indiana, 
Idaho, Minnesota, Montana, Illinois, and 
Colorado. 

15 Washington, Pennsylvania, New Jersey, 
Iowa, Michigan, Missouri, Maryland, Min- 
nesota, Ohio, Oregon, Utah, Virginia, Cali- 
fornia, and the District of Columbia. 

16 Wisconsin, New York, Indiana, Con- 
necticut, and Illinois. ; 

17 Pennsylvania, North Dakota, Illinois, 
Ohio, Oklahoma, Oregon, Iowa, Colorado, 
California, New York. 
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Size of State Commission Staffs 


Administrative Engineering Accounting Legal Totals Decrease 
1920 1929 1920 1929 1920 1929 1920 1929 1920 1929 Percent 


1 Atty. Gen. 7 6 — 143 
1 0 0 17 17 0 
10 


ALABAMA 
ARIZONA 4 
ARKANSAS 14 
CALIFORNIA 47 
COLORADO 10 
CONNECTICUT 8 
DIST. OF COL. 
FLORIDA 

GEORGIA 

IDAHO 

ILLINOIS 

INDIANA 

IOWA 

KANSAS 
KENTUCKY 
LOUISIANA 

MAINE 
MARYLAND 

MASS. 

MICHIGAN 
MINNESOTA 
MISSISSIPPI 
MISSOURI 
MONTANA 
NEBRASKA 
NEVADA 

NEW HAMP. 

NEW JERSEY 


NEW MEXICO 
N. Y. (1922) 

NO. CAROLINA 
NO. DAKOTA 
OHIO 
OKLAHOMA 
OREGON 
PENN. 

RHODE ISLAND 
SO. CAROLINA 
SO. DAKOTA 
TENNESSEE 
TEXAS 

UTAH 
VERMONT 
VIRGINIA 
WASHINGTON 
W. VIRGINIA 
WISCONSIN 
WYOMING 


Tora. 
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sion expressed himself as follows: 


“Experience of a long time with the 
legislative mind and the legislative prac- 
tice has shown how ineffective it is to beat 
one’s head against a stone wall.” 18 
Investigators found that many 

state commissioners have asked se 
increases so often and received ‘ 

for an answer, that they have aia 
making requests and gotten along as 
best they could. 


NADEQUATE personnel is a chronic 

ailment of many a commission. 
This is particularly noticeable when 
important valuations and audits are 
necessary. Colorado, North Dakota, 
Mississippi, and Missouri have suf- 
fered particularly in this respect. The 
following quotation from the annual 
report of the railroad commission of 
Mississippi puts the case concisely : 

“In order that this commission may func- 
tion more efficiently and better protect the 
interests of the people of the state, we urge 
the appropriation of funds to defray the 
necessary expense that this valuation will 
involve. 

“Again, we wish to call attention to the 
small salaries paid the commissioners, sec- 
retary, and rate expert, smaller we be- 
lieve than are paid in any other state. . 

“There is at present employed an as- 
sistant to the rate expert who is paid 
out of funds collected by the attorney gen- 
eral, but it is impossible to secure the 
services of one who has any knowledge of 
rates at the salary provided.” 

' 7 ALUATIONS of the various utilities 

in the states generally are not 
kept up to date either because of lack 
of necessary funds, or because of the 
inherent difficulty of the task, or for 
both reasons. Only Arizona, Maine, 
Michigan, Utah, and the District of 
Columbia report that they keep valua- 


18New York epi on Revision, 
Hearings, Vol. I, 

19 Mississippi Rr Commission, Twentieth 
oe Report, p. 7 (two years ending June 
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tions up to date. Many states make 
valuations only when a rate case de- 
mands it. Most commissions in- 
formed investigators that their staffs 
were much too limited in size for such 
work. A quotation from the railroad 
commission of North Dakota points 
out the difficulty in making valua- 
tions: 

“Under the provision of the utility act 
the board of railroad commissioners is 
charged with the duty of making evalua- 
tions of all public utility property used and 
useful in furnishing service in North Da- 
kota. If this commission is to function ac- 
cording to the intent of the utility act, it 
is very important that the legislature make 
provision for the employment of at least 
three assistant engineers with necessary 
travel funds, clerical help, and supplies for 
a period of two years in order to enable 
the commission to complete the appraisal 
of public utility properties. (Not grant- 
ed,)” 20 


At the 1930 session of the New 
York legislature $300,000 was voted 
for bringing the valuation of all util- 
ities in the state up to date. This 
was considered as the initial appro- 
priation, with expectation that the ex- 
pense ultimately would total probably 
$3,000,000. Although Governor 
Franklin D. Roosevelt vetoed the ap- 
propriation, it is significant as indi- 
cating that the commission is attempt- 
ing to pass upon a fair return value 
without knowledge of the amount of 
the value, and that so large an amount 
would be necessary to determine valu- 
ations under current court decisions. 

Some states, of which Vermont and 
Wisconsin are typical, finance valua- 
tion investigations by drawing upon 
the company whose property is to be 
checked for the expense involved. 
This, of course, affects the funds 
available for all purposes. 


20 North Dakota R. Commission, No. 37638, 
p. 3 (1927-28). 
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.’ is not surprising that many com- 
missions fail to check on the rate 
of return upon the fair value of all 
companies, when so few commissions 
keep fair values up to date. Accord- 
ing to our reports, Arizona, Kansas, 
Illinois, Maine, Michigan, Montana, 
and Wisconsin make an annual check 


‘on the rate of return. Maryland, 


Nevada, and Pennsylvania do this 
work periodically while California, 
Indiana, Kentucky, Minnesota, Mis- 
souri, New Hampshire, New Jersey, 
New York, South Dakota, West Vir- 
ginia, Wyoming, and the District of 
Columbia check the rate of return only 
occasionally. New York, Colorado, 
Idaho, Louisiana, and North Dakota 
make no attempt to check systematic- 
ally the rate of return on fair value 
of all companies. . 


6 Se investigation of rate sched- 
ules is another function that has 
been affected seriously by under-fi- 
nancing of the regulatory bodies. In- 
vestigation and returns from a ques- 
tionnaire sent to the various state 
commissions inquiring whether the 
commissions had made any investiga- 
tion to determine the equitableness of 
charges per kilowatt hour to small 
consumers and to commercial and 
power users indicated that only Lou- 
isiana, Michigan, Nevada, West Vir- 
ginia, and the District of Columbia 
had given attention to this phase of 
regulation. Wisconsin reported that 
investigations of rates were carried on 
“to some extent.”” Wyoming report- 


ed that rate investigations were made 
only in special cases. The remaining 
states reported that investigations 
were not made because, of lack of 
time, inadequate staffing, or insuffi- 
cient funds. a 

Field audits for the purpose of 
checking annual reports of operating 
expenses, spot-checking valuations 
prepared by companies, and field sur- 
veys of new construction projects 
have also been neglected by various 
commissions, according to our investi- 
gation. 


A addition to commission 
responsibility is the regulation 
of busses. Yet legislatures have neg- 
lected consistently to provide suffi- 
cient funds for satisfactory adminis- 
tration. Michigan and Alabama have 
suffered especially in this respect. In 
New York state it was recommended 
by the Commission on the Revision 
of the Public Service Commissions 
Law, as it had been by the public serv- 
ice commission itself on numerous 
previous occasions, that sufficient men 
be added to the commission’s staff for 
the inspection of motor bus equip- 
ment to protect the public against un- 
safe and improper vehicles. 


ie view of the dynamic character of 
several utilities, notably electricity 
and bus, there is a serious need for 
research divisions in most state com- 
missions. Such a division would be 
designed for investigating “long-run 
problems.” Among such problems are 
cost accounting, valuation, rate struc- 


e 


“DespPItTE the greatly increased work of state commissions, 
the staffs in the main have remained almost stationary in 
size during the past ten years.” 
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tures, measurements of efficiency, 
consequences of consolidation and 
mergers, high-line transmission, inte- 
gration of power systems, and others. 
The staffs for such divisions would 
vary from one to as many as eight or 
nine employees. 

Investigators of state commissions 
have found a very general lack of re- 
search work on the part of the state 
regulatory bodies. None of the states 
except New York had research divi- 


research done. Wisconsin said re- 
search was of “limited extent.” West 
Virginia specified that “some” re- 
search was carried out. The remain- 
ing states said that research work was 
not a part of the activities of their 
commissions. 

Obviously, there is a serious need 
for research, particularly in view of 
the transformation in utility manage- 
ment now going forward, but either 
commissions have failed to recognize 
the need of research studies or appro- 


sions." Illinois reported “very little” 
—ommereon ; priations have not been forthcoming 
21 This was organized as a consequence of f a 
0. rom state legislatures for such work. 


the investigation of 1929-3 


In the next and concluding instalment, the authors will point out how 

lack of funds has handicapped the state commissions in their relations 

with other public authorities, and how resort is sometimes made to make- 
shift methods of financing the commission’s work. 





Coming Features Which You Cannot Afford to Miss: 


WHY TELEPHONE RATES REMAIN UNCHANGED 
Why do telephone rates generally remain stable at a time when rates of 


other utility services and commodities trend downward? CoMMISSIONER 
Riutzy E. Excen, of the Public Utilities Commission of the District of 
Columbia, gives one answer to this query in a coming number of this 
magazine. 

2 


SHOULD THE MUNICIPAL POWER PLANT BE TAXED ON THE 

SAME BASIS AS A PRIVATE PLANT? 
If the relative costs of maintenance of publicly owned and privately owned 
utility companies are to be scientifically determined, uniform auditing and 
accounting methods should be applied to each, and both should be taxed 
on the same basis.. In a coming number of this magazine, Dr. Martin 
G. GLaEseEr tells why. 

7 
HOW THE COMING SHORTER WORK DAY MAY AFFECT 
PUBLIC SERVICE COMPANIES—AND RATES 

The economic depression of the past three years, many people point out, 
marks the beginning of a new economic era—the era of the 30-hour work 
week. What effect this will likely have upon the railroads and utilities 
will be outlined by Grorce SouLe, in a coming number. 
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The Real Cost of Regulation 
to the Ratepayer 


Is the customer paying more for utility services than 

he would if the economic law of supply and demand 

were allowed to operate freely, without the benefit of 
commission supervision? 


By C. ELMER BOWN 


CCORDING to popular imagina- 
A tion, the public utility is a sort 

of ogre, bludgeoning his vic- 
tims into paying tribute and going his 
way in contemptuous defiance of their 
protests. This concept has inspired 
the policy of regulation, so that its 
chief and almost only aim has been 
to curb the monster’s greed. 

This policy is fundamentally un- 
sound. 

In the first place, it ignores the im- 
portant functions of profit, of stim- 
ulating invention, of encouraging im- 
provement in arts and methods, and 
of fostering the growth of business. 
The rule of fair return on fair value 
looks merely to the protection of prop- 
erty, without according to its owners 
any right to the increase accruing 
from advances in arts and methods 
and extensions of fields of service. 

Economists have long recognized 


the importance of profit in an indus- 
trial society. If not the mainspring, 
it is at least one of the principal parts 
of the machine. Why it should be 
disregarded in the utility field is a 
puzzle. 


ee, government has not 
been able to kill the desire for 
profit in utility management. - 

In the utilities, as in other under- 
takings, profits increase where the de- 
mand for service grows rapidly, or 
where great improvements are made 
in the art. Efficient management also 
plays its part in building up earnings. 
In these cases the rates may still 
be reasonable from the standpoint 
of the value of the service or the 
total amount of the charge, or, in 
fact, from any standpoint, except 
that they yield a profit in excess of 
the theoretical fair return on the 
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fair value of the utility property. 

Attempts by government to appro- 
priate utility profits either directly (as 
in the case of the recapture clause of 
the Transportation Act) or indirectly 
(by lowering rates) have necessarily 
resulted in controversy. It could not 
be expected that the utility owners 
would agree with their regulators as 
to the fair value of their properties or 
the fair rate of return on their invest- 
ments. The ensuing litigation has 
been protracted and ruinously expen- 
sive and the results, as a rule, have 
been disappointing to both sides. 
Property value is as elusive as quick- 
silver, as shifting as a quicksand, and 
attempts to use it as a satisfactory 
rate base are doomed to failure. 

Dissatisfaction with existing meth- 
ods of regulation has led to various 
suggestions for their improvement. 
The use of prudent investment as a 
rate base has the approval of high 
judicial authority. Many critics, of 
course, advocate government owner- 
ship. All such remedies have the de- 
fect of the present system, the failure 
to recognize the importance of profit 
in utility operations. 


iy it were possible by some magical 
process to establish instantly and 
universally the rigid limitation of util- 
ity profits advocated by the most ad- 
vanced regulators, the result would 
certainly be disastrous. A condition 
would be brought about resembling 
that which would follow on universal 
government ownership, in which the 
iniative of utility management would 
be killed, progress in the arts de- 
stroyed, and the source of capital for 
investment in these enterprises dried 
up. Advocates of strict regulation 


and government ownership alike rest 
their case on the savings to be made 
by the public from lower rates, and 
they frequently make a parade of sta- 
tistics to prove their point. The use 
of a lower rate base would certainly 
reduce rates, and it is quite possible 
that, here and there, capable and hon- 
est management may operate a pub- 
licly owned utility at lower rates than 
are charged by the privately owned 
enterprises. But this does not prove 
that it is desirable to turn all the utili- 
ties over to government. Aside from 
the corruption and inefficiency preva- 
lent in government, the loss of incen- 
tive for improvement is the most se- 
rious defect in the plan. We should 
probably still be in the era of the 
horse car and the carbon filament 
lamp if government had operated the 
utilities from the beginning. 

Politics and scientific management 
simply cannot exist together. And 
starving the utilities in the hands of 
their- owners will finally accomplish 
the same result as turning them over 
to the dead hand of government. 


|  gprsernegoae one eighth of the 
national wealth of the United 
States is in utilities. The growth of 
these enterprises has been rapid and 
prodigious. Attempts by government 
to regulate the use of this vast prop- 
erty involve questions not dreamed of 
by the common law and yet imperfect- 
ly apprehended. It is a far cry from 
the day of the waggoner hauling his 
few parcels along the muddy cart- 
track or the ferryman laboriously pro- 
pelling his boat across the stream. It 
is time to consider seriously whether 
the unsatisfactory results of regula- 
tion have not been due to a mistaken 
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policy of government. It is sheer 
childishness for the public to be 
frightened continually by the bogey 
of high rates. 

A new public policy is desirable 
which will put less emphasis on rates 
and more on service. Regulation is 
probably necessary. Common-law 
‘remedies are ordinarily inadequate 
where unreasonable rates are being 
charged, undue discriminations prac- 
ticed, or inadequate service rendered. 
Providing remedies for such wrongs, 
however, is a different thing from es- 
tablishing general rate levels. These 
are subject to corrective forces which 
do not operate in the case of particu- 
lar rates. 

Paradoxical as it may seem, there 
is a tendency for rates to fall as profits 
increase. 


HE trend of rates in most of the 

utilities is downward. Desire of 
management for new business, im- 
provements in the art, and increase in 
the volume of business bring this 
about. 

The railroads, the telephone, and 
the electric utilities all provide exam- 
ples of this tendency. 

Railroad freight rates decreased al- 
most uninterruptedly in America 
from the beginning until about 1900. 
It is a striking thing that this move- 


ment is much less marked since 1906, 
when the power of fixing rates was 
conferred upon the Interstate Com- 
merce Commission. It may be only a 
coincidence, but there is a fair ques- 
tion whether management, given a 
free hand in the matter of rates, 
might not have fixed a lower scale of 
charges than has resulted from gov- 
ernmental attempts at rate fixing. 
Utility management, constantly on the 
defensive, has been cautious in reduc- 
ing rates voluntarily, knowing that it 
would be difficult or impossible to 
raise them again if the exigencies of 
the business should require such ac- 
tion. 

Whatever effect regulation has had 
on rates, whether they are higher or 
lower than they would have been 
otherwise, the public would in the end 
gain much by abandoning attempts to 
fix rate levels by government action. 
Liberating utility management from 
the vexatious entanglement with ju- 
dicial procedure incident to the pres- 
est system of regulation would leave 
the proprietors of the utility proper- 
ties free to adjust rates to demand, 
and permit profit to exercise its normal 
function. Fixing rates in America by 
governmental order is an exercise of 
judicial power. Calling a rate order 
an administrative or legislative act 
does not change the essential charac- 


= 


matter what attempts are made to fasten it on the utilities 


q “Tue public in the end foots the bill for regulation, no 


themselves. A substantial reduction in the amount of this 
charge would of itself warrant the adoption of a new 
policy. Better than any savings in money, however, would 
be the fact that the constructive mind would be kept at work 
in the utility field.” 
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ter of the proceeding. There must be 
notice to the parties, a hearing, and 
an opportunity for review by a court, 
if the issue of confiscation is raised. 
And the order, when finally made, set- 
tles the controversy. 

There is an assumption inherent in 
judicial procedure which is perhaps 
its most serious defect when it is used 
in the regulation of utility affairs. An 
order limiting the return of an enter- 
prise to six or seven per cent assumes 
that the undertaking is capable of 
realizing this return at all times and 
under all circumstances, and that the 
conditions under which the business 
is carried on are fixed and will not 
change from time to time. Now, 
nothing is farther from the fact than 
the assumption that the conditions un- 
der which a business is carried on do 
not change. They do change, some- 


times gradually, at other times, sud- 
denly. As a result, orders fixing rates 
may be inapplicable to conditions ex- 
isting for a large part of the time they 


are in force. A public utility, as any 
business enterprise, is a living, grow- 
ing thing, and vital processes cannot 
be regulated by judicial decree. 


ONCEDING the right of the utilities 

to profit from their operations 

in the same way as other business un- 
dertakings would not only permit 
rates to resume their normal trend 
and do away with a costly burden of 
litigation. It would tend to simplify 
the capital structures of these organi- 
zations. Profit is an important source 
of new capital. In the unregulated 
enterprises, when large profits are 
realized, a considerable portion is put 
back into the business or carried into 
surplus for use in the future. The 


law does not contemplate or sanction 
the accumulation of surplus or the fi- 
nancing of improvements and exten- 
sions by utilities out of earnings. As 
a result, utility profits that normally 
would be reinvested or carried to sur- 
plus are usually disbursed in some 
way so as to put them beyond the 
reach of appropriation by govern- 
ment. A considerable portion of this 
money, no doubt, finds its way back 
into the same or similar undertakings 
by the purchase of new securities. 
The result, however, is to create a 
complex and top-heavy capital struc- 
ture. Fixed charges are fastened on 
the property which might have been 
avoided if the business had been al- 
lowed to grow naturally. 


. is in the field of service, however, 
that the greatest opportunities ex- 
ist for making constructive changes 
in the policy of regulation. The pub- 
lic utilities are not public enemies, but 
social institutions, existing to fulfil 
social needs, and it is in the public in- 
terest to procure the satisfaction of 
those needs to the utmost. In discus- 
sions of service, as in the case of rates, 
the tendency is constantly to consider 
the conditions as fixed without think- 
ing of opportunities for improvement 
and extension. These are perhaps as 
great today as they ever were. 
Primitive methods are still in use in 
supplying water in many communi- 
ties. Comparatively few of the larg- 
er cities have had the means or the 
foresight to acquire and protect ample 
and pure sources of supply. The prob- 
lem becomes increasingly difficult for 
most places because of stream pollu- 
tion and the drying up of streams and 
lakes. Water is a basic necessity, and 
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Would Railroad Rates Be Lower Without 
Commission Regulation? 


i is a striking thing that the downward move- 
ment of railroad freight rates is much less 
marked since 1906, when the power of fixing rates 
was conferred upon the Interstate Commerce Com- 
It may be only a coincidence, but there 
is a fair question whether management, given a free 


misston, 


























hand in the matter of rates, might not have fixed a 
lower scale of charges than has resulted from gov- 


ernmental attempts at rate fixing.” 





here, if in any case, the public should 
be justified in owning and operating 
its own plants. It must be a serious 
question, though, whether the public 
would not have been better off if pri- 
vate capital had been permiitted to op- 
erate in this field without the limita- 
tions imposed by regulation. The con- 
stantly growing difficulties of the sit- 
uation and the lack of foresight of 
public bodies may make it necessary 
to offer an incentive to capital to take 
up the work. 

Sewage disposal is an allied prob- 
lem. The public must ultimately stop 
the practice of using the streams for 
public sewers. Common decency 
should have prevented this nuisance 
from growing to the point it has al- 
ready reached, and at no distant date 
the matter will be forced on public at- 
tention. Capital with the aid of sci- 
ence could provide a satisfactory solu- 
tion, but it will need a freer hand than 
it has been accorded in the case of the 
regulated utilities. 

In the transportation field, motor 
vehicle competition with the railroads 
and street railways makes it desirable 
to work out some method of codrdi- 


nating the old methods with the new. 
In some large cities it may be possible 
to link up suburban street railway 
tracks with railroad tracks to down- 
town terminals, thus providing semi- 
rapid transit, and saving for both 
these utilities business now being lost 
to the bus and private automobile. 
Trucks are now being used by the rail- 
roads to some extent for terminal 
pick-up and delivery service, and there 
is an obvious opportunity for extend- 
ing this branch of the business and 
combining the railroad with the truck 
in other ways. 


a the greatest opportunity 
for increased service is in the field 
of electricity. There will be great de- 
velopments here in domestic and farm 
uses and electrification of the rail- 
roads if the business is allowed to 
grow naturally. The accumulation of 
surplus for the financing of extensions 
and the building up of diversified de- 
mands through the use of intelligent 
rate structures will do more to realize 
the dreams of the great builders of the 
industry than keeping the profits of 
these enterprises down to a return of 
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seven or eight per cent on the fair val- 
ue of their property. 

No doubt, there are other fields of 
service in which it would pay the pub- 
lic to offer inducements to capital 
rather than to pursue the policy of 
keeping returns on the investment 
down to the lowest possible level. 
Enough has been said, however, to 
show the desirability of a change in 
public policy in utility regulation and 
to indicate the lines along which the 
change should be made. Capital and 
the constructive mind should be en- 
couraged to codperate in extending 
the public service. If it is felt that 
some check on utility operations is 
needed, they may be required to keep 
copies of their inventories on file with 
the regulating authorities and submit 
reports and accounts to them. Peri- 
odical conferences should be held to 


discuss policies, keeping in mind al- 
ways the needs of the community for 
service and the desirability of making 


improvements and extensions. 
Where earnings are large some limit 
may reasonably be placed on divi- 
dends so that proper additions may be 
made to surplus and property ac- 
counts. If the needs of the commu- 
nity do not seem to require this, then 
government may properly require 
rates to be lower. 


—— a policy would recognize nat- 
ural tendencies and work in har- 
mony with them instead of engaging 
in a struggle with them that is costly 
and burdensome and largely futile. 
The public in the end foots the bill for 
regulation, no matter what attempts 
are made to fasten it on the utilities 
themselves. A substantial reduction 
in the amount of this charge would 
of itself warrant the adoption of a 
new policy. Better than any savings 
in money, however, would be the fact 
that the constructive mind would be 
kept at work in the utility field. The 
success of the present policy of regu- 
lation would inevitably drive the con- 
structive mind to other more conge- 
nial employment, and hardly any price 
could be too great to pay to avoid 
such a disaster. 

Regulation of this character would 
not be a step backward. It is quite 
consistent with the modern trend to 
the socialization of profit by such de- 
vices as workmen’s compensation, old 
age pensions, and unemployment in- 
surance. Some of the utilities have 
been conspicuous leaders in this move- 
ment. Surely they will discharge 
their duties of this sort to society 
more effectively, as well as their para- 
mount obligation to serve, if they are 
permitted to live and grow naturally. 





What the State Commissioners 
Are Thinking About 


By the time this issue 


of Pusitic Utrmiries FortNiGHTLY reaches its 


readers the members of the state regulatory bodies will be on their 
way to their annual convention, to exchange opinions upon the out- 


standing problems that confront them at the present time. 


In a 


coming number of this magazine will be published excerpts from the 

addresses, reports and informal discussions that will mark that 

occasion—and that will reveal not only the major questions which the 
commissioners are propounding but also the various answers. 
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Remarkable Remarks 





“There never was in the world two opinions alike.” 


Henry G. Burke 
Economist. 


R. W. GALLAGHER 
President, American Gas 
Association. 


Davin E. LIrientTHAL 
Public Service Commissioner 
of Wisconsin. 


Georce B. CorTELyou 
President; National Electric Light 
Association. 


H. I. Paruires 
Newspaper columnist. 


BenyJAMIN A. JAvITS 
New ‘York lawyer and economist. 


Rosert R. McCormick 
Newspaper publisher. 


Georce Otis SMITH 
Chairman, Federal Power 
Commission. 


—MONTAIGNE 


“The regulation of public utilities cannot be reduced 
to a few simple rules.” 


ad 


“We will eventually be done for unless a stop is put 
to the strangling effect of utility taxation.” 


> 


“Utility executives can do a great deal to insure the 
failure of regulation if they adopt a policy of refusing 
to codperate with regulatory authority.” 


- 


“The utility business must not be allowed to fall. into 
a stereotyped routine of unvarying and machine-like 
repetition which in time becomes deadened ard de- 
humanized by its very rigidity.” 
sd 


“There is talk of naming Calvin Coolidge on a com- 
mission to find out what’s the matter with the railroads. 
Evidently the railroads want a yes-or-no answer to 
the question, ‘What’s wrong with the American trans- 
portation system ?’” 

> 


“We need a new science and a new art of social 
organization. I venture to give that science and 
that new art a name—‘politecs.’ The term 
‘politecs’ is compounded of the first part of the word 
‘politics’ and the word ‘economics,’” 


* 


“Much falsification of bookkeeping and much positive 
mendacity have been employed to camouflage the fact 
that nowhere in the world or in history has any form 
of industrial enterprise carried on by government been 
anything other than an added form of taxation on the 
people.” 

e 

“Arguments for publicity (concerning utility compa- 
nies) seem so obvious that it becomes difficult to under- 
stand the blindness ef those corporation executives 
who resist inquiries by government agencies and refuse 
information bearing upon the relations of their com- 
panies with the public.” 
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A YEAR OF 


Innovations in Regulation 


A survey of the recent steps, foreshadowing 
revised policies, of the Wisconsin commission 


In a series of three articles, published in this magazine under the title 


“Progressive Ventures in Commission Regulation” 


in the February 4th, 


February 18th, and March 3rd numbers, Dr. Martin G. GLagser described 
the new regulatory laws passed in Wisconsin with the purpose of increas- 
ing the power and scope of the state commission and of making utility 


regulation more effective. 
the record of the past year. 


In the following article Dr. GLAESER appraises 
The author, who is professor of economics 


in the University of Wisconsin, has served on the staff of the commission 
as a statistician and special investigator.—Epitor’s Nore. 


By MARTIN G. GLAESER 


QUAL in importance to the pro- 
kK vision of adequate powers and 
funds for effective regulation 

is the initiative, drive, and intelligence 
put forth by the personnel of the pub- 
lic utility commission of Wisconsin 
and its supporting technical staff. In 
this respect, also, the year 1931 
marked the beginning of a new dis- 
pensation. Great credit is due the new 
personnel, and most of all to Commis- 
sioner Lilienthal, in energizing the re- 
organized commission toward a dis- 
tinctly higher level of performance. 
It would be unfair to leave the im- 
pression that the commission had in 
the past been unfaithful and unintelli- 
gent. With the new law and the new 
accessions in personnel, however, lat- 
ent energies were once more released. 
The new appointees took over their 
duties in April, 1931. The 1931 


amendments of the public utility act 
went into effect the following June. 
In this article I will comment only on 
the more significant decisions which 
have come from the new commission 
and which foreshadow the revised pol- 
icies which may be expected from 
them. 


WILL select as the first case the 
opinion by Commissioner Lilien- 
thal which accompanies an order re- 
vising the uniform classification of ac- 
counts for Class A electric utilities. 
The commission had reached the 
conclusion that the old classification 
failed to meet the needs of effective 
and expeditious regulation in certain 
important respects. While a more 
thoroughgoing revision had been pre- 
pared by the commission’s chief ac- 
countant Bickley, only a portion of 
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the proposed revisions was ordered 
into effect. The principles upon which 
the revision was based were summar- 
ized by the commission as follows: 


“(1) So far as feasible and practicable 
a given account should have the same 
meaning at all times for all companies of 
the same class. In furtherance of this 
principle the new classification contains 
more specific and detailed instructions than 
have heretofore been in force. We can- 
not see how regulation can be made ex- 
peditious if each account must be investi- 
gated anew each time it figures in a prob- 
lem before the commission. ‘ 

“(2) As a corollary and extension of 
this principle capital accounts, particularly 
fixed capital, should reveal original costs. 
This is the basis for one of the new ac- 
counts made effective in the ensuing order, 
namely, the Fixed Capital Purchase Ad- 
justment Account. 

“(3) The accounts should be divided 
and subdivided in no greater and no less 
detail than is practically useful to the com- 
mission. Frequently the commission finds 
it important to trace a transaction from 
its inception to its conclusion. For this 
purpose, it appears to us that the use of 
clearing accounts and the breakdown of 
fixed capital, revenue, income, and expense 
accounts will in the long-run save both the 
companies and the commission time and 
expense. 

“(4) The system of accounts should, so 
far as practicable, facilitate cost account- 
ing for utility services.” 


Freer these ideas to the revised 
classification, the revenue ac- 
counts are reclassified so that it will 
be more nearly possible in future to 
ascertain the revenues derived from 
the various rate schedules. With re- 
spect to depreciation accounting the 
revision eliminates the retirement ex- 
pense and retirement reserve provi- 
sions and substitutes accounting for 
depreciation on a straight-line or a 
sinking-fund basis as the commission 
may direct. This brings the classifi- 
cation into conformity with the new 
statute as explained in a preceding ar- 
ticle.’ Balance sheet accounts are re- 


1See Pusric Urizities FortNicutiy; is- 
sues of February 4 and 18, 1932. 


vised in the direction of greater clar- 
ity and detail. Fixed capital, for in- 
stance, is segregated into capital in 
service, capital under construction, 
and capital held for future utility 
use. Commissions and expenses in 
connection with capital stock issues 
are to be separately recorded in the 
balance sheet and not merged with or- 
ganization expenses, because they are 
not “cost of property” but “cost of 
obtaining capital.” A new fixed capi- 
tal account is provided called “Fixed 
Capital Purchase Adjustment” which 
is designed to include “the difference 
between (a) the amount approved by 
the public service commission for the 
purchase of any utility plant . . . 
and (b) the actual original cost of 
constructing and installing such plant, 
less the amount or amounts standing 
in the depreciation or retirement re- 
serve or any similar reserves and ac- 
counts of the vendor pertaining to the 
property at date of acquisition.” The 
purpose here is to perpetuate records 
of original cost and to minimize 
variations in cost records merely by 
reason of changes in ownership. 

Finally, the new classification sets 
up twelve balance sheet accounts, 
three operating expense accounts, and 
a new clearing and apportionment ac- 
count, wherein to record transactions 
with affiliated companies which the 
new legislation, already described, 
brought within the purview of regu- 
lation. 

It is fairly obvious from the above 
that the tendency of the commission 
will be to emphasize the accounting 
approach to its regulatory problems. 
It will continue to make appraisals 
and engineering inspections but the 
main reliance will be placed upon ac- 
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counting and statistical records of the 
cost of doing business. This, in my 
view, is moving in the right direction. 


Ox July 14, 1932, the commission 
issued a series of seven interloc- 
utory orders directing certain public 
utilities to cease the payment of divi- 
dends upon common capital stock until 
such time when a formal investigation 
of their financial affairs shall have 
been completed, disclosing whether the 
temporary order shall be made perma- 
nent. 

In the case of these operating utili- 
ties there appeared to exist, with mi- 
nor variations, a condition where the 
declaration of dividends on the com- 
mon stock would result in irreparable 
injury to bondholders and preferred 
stockholders by impairing the capital 
structure and in injury to consumer’s 
interests, by weakening the financial 
condition of the companies. In all 
cases the commission found that an 
impairment of the company’s capital 
had taken place or was threatened and 
that the correction of this condition 
required abstinence from dividend 
payments. This action was based up- 
on legislation of 1931 providing that: 


. whenever the commission shall © 


find that the capital of any public service 
corporation is impaired it may, after in- 
vestigation and hearing, issue an order di- 
recting such public utility to cease paying 
dividends on its common stock until such 
impairment has been made good.” 


This action was further fortified by 
the intent of legislation in the same 
year that depreciation should be ade- 
quately provided for before paying 
dividends or carrying any part of 
earnings to the surplus account. 


N one of the cases the commission 
found that if the balances in the 
retirement reserve and in the surplus 
account were offset against an asset 
account called “Abandoned Proper- 
ty,” the company “not only would 
have had a book deficit of $657,503, 
but would have had no retirement re- 
serve on a property with reported 
book value of $60,383,129.” In an- 
other case the commission alludes par- 
ticularly to the holding company as- 
pect of intercorporate relations: 


“The customers of a company such as 
this in which the control through owner- 
ship of common stock is vested in a hold- 
ing company have a vital interest in divi- 
dend payments, and especially when capi- 
tal is impaired or threatened with impair- 
ment. The customer’s interest arises from 
the following considerations: 

“(1) Revenues paid by customers under 
existing rates have been used in part to 
support a second capital structure in the 
form of holding company securities. These 
securities have been issued without com- 
mission supervision and control. The hold- 
ing companies’ income comes primarily 
from dividends on stock of their subsidiary 
operating companies and that income has 
been used in part to pay interest and divi- 
dends on holding company securities sold 
to the public. 

“(2) To meet interest and dividend re- 
quirements on holding company securities 
in the hands of the public, there is great 


e 


“Ir is true that the Constitution does not require us to fix 
rates adequate to cover fixed charges and dividend re- 
quirements; capitalization 1s not synonymous with rate 
base. But the pressure of business facts makes it very 
difficult to disregard capitalization when rates are in issue.” 
—ComMIssIONER Davin E. LILIENTHAL 
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pressure on operating companies for larg- 
er and longer continued dividend payments 
than is prudent. We do not lack illustra- 
tions of this pressure resulting in larger 
dividend payments, continued over a long- 
er period, than local stockholders and a 
prudent, independent board of directors 
would have authorized during a time of 
business reverses. 

“(3) Operating companies, under pres- 
ent conditions, must rely on their own re- 
sources to get needed capital, for the abil- 
ity of most holding companies to obtain 
capital has been seriously damaged. The 
ability of operating companies to raise their 
own capital is injured if dividend pay- 
ments are made when capital is impaired. 

“(4) The foregoing tendencies result in 
impaired service, postponed extensions of 
service, higher costs of service, and higher 
rates.” 


I all of these opinions the commis- 
sion points to the unprecedented 
shrinkage of property values, prices, 
and incomes of users of utility serv- 
ices. In some cases the utilities’ fixed 
capital accounts had been largely built 
up through the purchase and consoli- 


_ dation of properties during the recent 


period of high prices and the financ- 
ing effected at this time. The com- 
mission alludes, rather indefinitely but 
significantly, to its belief that the de- 
cline in prices must affect these val- 
ues. “This results,” says the commis- 
sion, “not alone from the decisions of 
the Supreme Court of the United 
States requiring cost of reproduction 
at current prices to be given weight 
in determining the rate base, but also 
by operation of economic forces to 
which all business, regulated or un- 
regulated, must bow.” A period of 
general retrenchment is not one when 
utility consumers should be required 
to support two capital structures, that 
of the operating and of the holding 
company. Financial resources should 
be kept for local use and not “dissi- 
pated for the benefit of public hold- 
ers of uncontrolled, unregulated secu- 
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rity issues by holding companies. If 
this is not done, consumers may one 
day find themselves served by a com- 
pany with virtually all its equity capi- 
tal wiped out or withdrawn.” 

I submit the above without further 
comment except to add that such 
seemingly drastic action was, on the 
whole, rather meekly received by 
those most affected and elicited some 
favorable comment in even conserva- 
tive quarters. 


) Kgaend in the period we are here re- 
viewing, the commission, speak- 
ing through Commissioner Lilienthal, 
had occasion to announce its attitude 
toward the vexed question of the rela- 
tive scope of regulatory and manage- 
rial powers. In approving certain re- 
vised schedules of street railway fares 
for The Milwaukee Electric Railway 
& Light Company, the commission 
goes out of its way to commend the 
efforts of the company to stimulate 
the riding habit by ingenious and ex- 
perimental devices of rate adjustment 
which are founded upon the familiar 
economic principle of decreasing cost 
with increasing output, provided the 
output remains within the producing 
capacity of the plant. In spirited lan- 
guage is condemned the fatalistic view 
of street railway managers who sit 
idly by or resort only to ineffectual 
expedients of rate increases and su- 
perficial operating economies while 
their properties are being overcome 
“by the persistent tide of red figures.” 
Contrasting with its strictures upon 
piratical holding company manage- 
ment, the commission has this to say 
in the instant case: 

“Whatever the course of future develop- 


ments affecting these utilities, it is certain 
that the problems they present are ones 
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The Extent to Which a Commission Should and Should 
Not Invade Utility Management: 


“—— commission should be a critic of management, a 
critic seeking every opportunity to encourage and com- 
mend alertness, public spirit, and resourcefulness, as we have 
sought to do in the instant proceedings and as we expect to 
do in the future, as well as to condemn and, if necessary, penal- 
ize management which is incompetent and unmindful of, or 
unresponsive to, the public’s interest.” 

—Pus.ic Utitity ComMIssIon OF WISCONSIN 





which give this commission concern. If a 
Wisconsin public utility is unable to main- 
tain its credit, or if it sickens and dies, 
this commission under whose supervision it 
has been operating during most of its life 
cannot disclaim all responsibility for the 
event. It is not the duty nor within the 
power of this or any other commission to 
guarantee the securities, the credit, or the 
earnings of any public utility. But we do 
deem it our duty to encourage and support 
with every resource at our command com- 
petent and public-spirited management in 
its effort to extend and improve services 
essential to the public welfare and thereby 
to maintain or to improve earnings and 
credit position.” 


| a the general question of the 
relation between regulation and 
management the commission makes it 
clear that it has no desire to draw to 
itself nor is it willing to accept any of 
the responsibilities of management. 
Only where the public interest needs 
to be conserved, protected, or promot- 
ed will it have any concern with deci- 
sions resting ordinarily within man- 
agerial discretion. Admitting that the 
law, as a general proposition, does not 
permit a commission to substitute its 


judgment for that of owners and 
managers, it observes: 


“Yet everyone with the least familiarity 
with regulation knows that commissions 
constantly substitute their judgment for 
that of the managers and owners, with the 
assent of the courts. Prescribed classifi- 
cations of accounts, service complaint pro- 
ceedings, rate orders, and extension rules 
are typical examples; others might be cited. 
Where company policies and practices do 
not touch any considerable public interest 
—as, for example, how the duties of the 
various departments are to be distributed 
—there can be no question that the prin- 
ciple of noninterference with management 
is sound. But where the public has an im- 
mediate and substantial stake in any man- 
agerial determination it is inevitable and 
imperative that this commission review, 
weigh, and, if need be in rare cases, veto 
the judgment of the management. Any 
other conclusion renders regulation nuga- 
tory and useless. 

“It is our view that the commission 
should be a critic of management, a critic 
seeking every opportunity to encourage and 
commend alertness, public spirit, and re- 
sourcefulness, as we have sought to do in 
the instant proceedings and as we expect 
to do in the future, as well as to condemn 
and, if necessary, penalize management 
which is incompetent and unmindful of, or 
unresponsive to, the public’s interest. Ob- 
viously what we have said is applicable 
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with equal force to the management of 
publicly and privately owned utilities.” 
HE attitude of commissions to- 
ward the perennial problem of 
rate making, more particularly of the 
rate base, has been reviewed ad nau- 
seum. Perhaps the changed condition 
as to price trend is sufficient excuse 
for once more raising a ghost who 
will not down. I have selected two 
decisions to illustrate the attitude of 
the present commission on this. point. 
The first case concerns an applica- 
tion of the Mondovi Telephone Com- 
pany for authority to issue common 
stock. The issue in this case was 
whether a company with an outstand- 
ing capitalization of $15,000, all in 
common stock, should be permitted to 
convert appreciation in its assets into 
a surplus to be distributed in the form 
of additional stock. After reviewing 
changes in fixed capital accounts, 
maintenance and depreciation ac- 
counts, and the discrepancies between 
certain appraised values and record- 
ed costs, the opinion concludes: 


“Commissions in recent years have be- 
come more or less hardened to records in 
which a wide discrepancy appears between 
book costs and engineering appraisals. But 
in the case before us the striking disparity 
of more than 50 per cent of the total 
claimed value is unsupported on the record 
by any convincing explanation and neces- 
sitates a denial of this application.” 


The denial was based on these poli- 
cies as to capitalizable assets: 

(1) Donation made by subscribers 
may not be capitalized. 

(2) Where a public utility incor- 
rectly charges plant expenditures to 
maintenance and uses its depreciation 
reserve to build up its plant rather 
than for retirements, such involuntary 
contributions made by customers 


through earnings may not be capital- 
ized. 
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(3) The record does not support 
the proposition that a rise in prices 
can account for the excess of ap- 
praised value over book cost. But 
even if it did, the commission should 
not permit the capitalization of an ap- 
preciation in value due to a change in 
price levels. 


| | yreeerny of its bearing upon the 
whole question of the reasonable- 
ness of rate levels, it is interesting to 
note the arguments with which Com- 
missioner Lilienthal buttresses the 
third policy. A base for financing is 
distinguished from a base for rate 
fixing. Says the commissioner, call- 
ing Mr. Justice Butler of the Mc- 
Cardle Case to witness : 


“To fix rates upon a base which is fluc- 

tuating is one thing; for when that base 
rises rates can be increased and when that 
base declines there is no constitutional re- 
straint upon compulsory decreases. . 
No such rule of apparent equity (and I 
believe the equity of the rule to be more 
apparent than real, as coming events will 
demonstrate) applies to regulation of the 
issuance of securities. Once we author- 
ize the issuance of securities our effective 
control over those securities ceases. To a 
considerable degree we are dealing with an 
inflexible situation. It is true that the Con- 
stitution does not require us to fix rates 
adequate to cover fixed charges and divi- 
dend requirements; capitalization is not 
synonymous with rate base. But the pres- 
sure of business facts makes it, very dif- 
ficult to disregard capitalization when rates 
are in issue. While the law in the Federal 
Supreme Court on this is not established, 
if the law is to be sound it will be guided 
by the inescapable facts of the industry.” 


Then, after reviewing the facts as 


to the recent trend of prices, the com- 
mission concludes with this clincher: 


“Whatever the next decade may hold this 
commission surely cannot pa an order 
permitting capitalization o appreciation in 
value due to price changes when every day 
brings further evidence that that apprecia- 
tion is fast becoming depreciation.” 


HE commission, of course, had 
no objection to the capitalization 
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of a true, earned surplus and says so 
in its opinion. Taken as a whole the 
opinion is very enlightening as to the 
mental processes of the commission 
and what these foreshadow upon oth- 
er points. 


I COME now to the second decision 
which concerns the rate-making 
problem more directly. It concerns 
the opinion and order in the statewide 
investigation of the rates, rules, serv- 
ices, practices, and activities of the 
Wisconsin Telephone Company, de- 
cided June 30, 1932. 

This case is in reality the out- 
growth of an application by the com- 
pany on August 12, 1930, for author- 
ity to increase rates at its Madison 
exchange. On July 29, 1931, Com- 
missioner Lilienthal wrote an opinion 
in the Madison Case in which the com- 
mission in effect consolidated the 
Madison Case with its statewide in- 
vestigation inaugurated on that date 
by calling upon the company for a 
wide range of information and data. 
In less than a year the commission en- 
tered a temporary order under its 
emergency powers reducing exchange 
rates by 124 per cent throughout the 
state, such rates to be effective for a 
year, pending the completion of the 
general investigation, and subject to 
modification at any time. Since a 


good deal of the commission’s ener- 
gies has gone into this investigation 
it reflects more than any other case 
what is to be expected from the reor- 
ganized commission. 


HREE issues appear to have been 

of primary importance in induc- 
ing the commission to merge the 
Madison Case and numerous separate 
applications for rate decreases into a 
general statewide investigation: 

(1) The cost to the American Tel- 
ephone and Telegraph Company of the 
so-called license contract services ren- 
dered to the Wisconsin Company in 
its intrastate operations. 

(2) The fairness of the prices paid 
by the Wisconsin Telephone Com- 
pany to the Western Electric Com- 
pany for equipment and supplies. 

(3) The segregation and appor- 
tionment of property, revenues, and 
expenses between toll and exchange 
services. 

All of these are issues raised by the 
United States Supreme Court in the 
now well-known case of Smith v. Il- 
linois Bell Teleph. Co. (1930) 282 U. 
S. 133, P.U.R.1931A, 1, in which 
cost of the service rather than value 
of the service as hitherto is made the 
chief criterion in gauging the reason- 
ableness of the charges. 

In the Madison Case the comptrol- 


e 


rule. The fixing of a return calls for the exercise of judg- 


q “A FAIR return is a flexible concept, not a static, unchanging 


ment in each case in which present conditions are control- 


ling. General conditions affecting all business, and notably 
a condition amounting to an emergency, must be given con- 
sideration. This is best done by fixing a return equal to 
returns earned at the time by other business enterprises 
with comparable risks.” 


566 





fo 
n 


Po 


PUBLIC UTILITIES FORTNIGHTLY 


ler of the American Company submit- 
ted certain cost estimates based upon 
apportionments of the cost between li- 
cense contract services, long-distance 
telephone services, and other holding 
company operations. License contract 
costs were further segregated to the 


. Wisconsin Company. The commis- 


sion concludes, however, that: 


“,. . . it is impossible for the commis- 
sion, from the information now available, 
to finally judge the accuracy and propriety 
of this apportionment of cost. Clearly it 
is necessary for us to verify the figures 
presented by the American Company and 
to examine the apportionments in order to 
determine the actual cost of the license 
contract services. 

While the commission does not 
deny the value of these holding com- 
pany services, the opinion in the Mad- 
ison Case discloses that it desires to 
go into the whole question of the 
economies produced by the arrange- 
ment, whether these economies of 
large-scale operation and centralized 
management are being passed on to 
consumers through a process of shar- 
ing the benefits, and finally what 
should be the status of operations, es- 
sentially by-products of the telephone 
business, such as research and other 
activities in connection with the mov- 
ietone, and the teletype-telegraph, tel- 
ephoto, and radio broadcasting serv- 
ices, whose costs prior to the time 
when they became practical for manu- 
facture and sale have been borne by 
other activities. 

The same questions are also raised 
with respect to the relationship with 
the Western Electric Company, the 
manufacturing affiliate. The commis- 
sion says: 

“We would be derelict in our public du- 
ties if we did not thoroughly investigate 


this issue. The fact that heretofore no 
such investigation, to our knowledge, has 


ever been made by any commission does 

not justify us in holding back. All the pio- 

neer work i in the field of regulation is not 
over.” 

It is apparent, therefore, that the 
commission proposes to make full use 
of its powers over relations with affil- 
iates conferred by the 1931 legislation 
and to explore fully the possibilities 
opened up by the Smith Case. With 
respect to the apportionment of the 
cost of service between exchange and 
toll revenues the commission also felt 
that more probative determinations 
would be necessary in order to fol- 
low out the instructions of Justice 
Hughes in the Smith Case. Particu- 
larly did the commission emphasize 
the factors of value of service and of 
relative use by different classes of 
users as important in a system of dif- 
ferential rate making. 


M°7 important of all, perhaps, 
is the recognition by the com- 


mission that under our modern inte- 
grated systems of utility management, 
the determination of local area rates 
is unsound without considering oper- 
ations as a whole. Moreover, the 
commission inclined to the belief that 
the statewide plan is the sounder the- 
ory of telephone rate making. ° It also 
undertook to expedite the proceeding 
by a special procedure so that the 
usual criticisms of delay might be ob- 
viated. 

In issuing this temporary order 
effecting a reduction in only local ex- 
change rates and leaving toll rates un- 
touched, the commission made certain 
provisional findings of fact which in- 
dicate the thoroughness with which 
similar investigations will be carried 
out. Without making a definite find- 
ing as to the rate base (regarded as 
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unnecessary for purposes of a tem- 
porary order) the commission made 
adjustments in maintenance, deprecia- 
tion, relief department and pension 
expense, license fees, taxes, and 
amortization of intangible capital, 
which left a net operating income, at- 
tributable to strictly local exchange 
service, which was $1,854,435 in ex- 
cess of an amount of $1,957,792 
deemed adequate to pay fixed charges, 
a 7 per cent preferred dividend and a 
6 per cent common stock dividend. 
Reducing exchange revenues by 12} 
per cent will bring about a decrease in 
gross of $1,566,450 and leave a “‘cush- 
ion” of about $288,000, based on 
1931 operations. The opinion calls 
attention to other factors of safety, 
notably the existence of excess plant 
capacity for which no quantitative 
adjustments are made. Thus far the 
process is not distinctly different from 
that adopted by the commission in 
other well-considered cases. At all 
events the findings are provisional. 

A noteworthy feature, however, is 
the reliance upon testimony submit- 
ted upon the commission’s own mo- 
tion by various departments of the 
state government and by a group of 
nationally known economists as to the 
effect of the depression. This testi- 
mony indicates that an emergency ex- 
ists. Testimony regarding the depres- 
sion is declared relevant, over the em- 
phatic protest of the utility, in the fol- 
lowing respects: 


“(1) It constitutes an added reason for 
putting into effect an interlocutory tem- 
porary order without waiting upon the final 
results of the investigation; (2) it consti- 
tutes authority for a summary procedure; 
(3) it affects and measures the value of 
service rendered by the company, one of 
the essential factors in determining the 
reasonableness of rates; (4) it establishes 


the 5 ag increase in the purchasing power 
of the subscriber’s dollar and of the dol- 
lar which the company pays its parent cor- 
poration in dividends; (5) it affects the 
reasonableness of the return to which the 
company is entitled.” 


HE opinion concludes with a 

statement of judicially deter- 
mined factors which must be consid- 
ered in fixing a fair return. Briefly 
put, a fair return is a flexible concept, 
not a static, unchanging rule. The 
fixing of a return calls for the exercise 
of judgment in each case in which 
present conditions are controlling. 
General conditions affecting all busi- 
ness, and notably a condition amount- 
ing to an emergency, must be given 
consideration. This is best done by 
fixing a return equal to returns earned 
at the time by other business enter- 
prises with comparable risks. Pro- 
spectively, the return must enable the 
utility to raise whatever capital it re- 
quires and must maintain its credit in 
the light of existing conditions. This, 
the commission finds, will be the case 
under the reduced rates. 


i is uncertain whether this proce- 
dure for fixing the fair return fore- 
shadows the adoption of what I have 
elsewhere called “a differentiated re- 
turn.” The implications certainly are 
that the all-inclusive rate of return is 
to be replaced by one which will dis- 
tinguish a return to the various classi- 
fications of capital-producing securi- 
ties. This may have far-reaching 
consequences upon the favorite corpo- 
rate financial device of trading on the 
equity. Altogether, the stage seems 
to be set for a thorough trial, when 
the final determination has been made 
by the commission, with respect to 
many issues that have for years been 
the “loose ends” of regulation. 
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The Importance of Public 
Relations to State Commissioners 


The virtues and the vices of the methods pursued 
by public service corporations for keeping on good 
terms with their ratepayers—as seen by a state 
commissioner. 
By C. W. McCDONNELL 
OF THE BOARD OF ‘RAILROAD COMMISSIONERS OF NORTH DAKOTA 


EGULATION of public utilities is 
R the result of inability or un- 

willingness of the utilities to 
furnish good service at the lowest 
possible rates consistent with good 
service—or, at least, it is the outward 
expression of the purpose to convince 
the public of that fact. The average 
person is fair minded, he does not ex- 
pect, however much he may hope, to 
get something for nothing, and is will- 
ing to pay a fair price for any com- 
modity. If he believes that he is be- 
ing treated fairly by the utilities, he 
will make no demand for their regu- 
lation. 

Those of us who have reached—or 
passed—middle age, especially those 
of us who have anything to do with 
public utilities, either as operators or 
members of regulatory bodies, must 
bear in mind that the younger gener- 
ation looks upon utility service with 
a more critical eye than we do. We 


compare present-day conditions with 
those of twenty, thirty, or forty years 
ago; from our viewpoint it almost 
seems that the limit of regulation has 
been reached. But the young folks 
are starting from a more recent mark; 
as a result the utilities do not get the 
benefit of a comparison with condi- 
tions of thirty years ago. Electricity 
in all its applied forms is taken as a 
matter of course, just as we: looked 
upon the tallow candle or the kerosene 
lamp. Many things in common, 
everyday use forty or fifty years ago, 
are now found only in museums or at- 
tics. In nearly all of the inventions 
of the past fifty years, electricity is 
used in some form—light, heat, or 
power. And the users are continual- 
ly demanding improvement. 

As a consequence, public utilities 
are giving more thought to their rela- 
tions with the public, outside of the 
routine of furnishing service and col- 
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lecting bills, than ever before. In my 
opinion, some of the efforts made to 
maintain public relations are misdi- 
rected. Too much time is taken up 
with Rotary, Kiwanis, and other serv- 
ice clubs, with the large consumer or 
“important” citizen, and not enough 
heed is paid to the interests of the 
small consumer. The ability of a 
consumer to help create a hostile at- 
titude on the part of the public against 
a utility is not measured by the 
amount of his gas or electric bill. The 
average large power or commercial 
lighting customer has a fair under- 
standing of rates and service regula- 
tions, but the small consumer, who 
seldom uses over 100 kilowatt hours a 
month, classes electric and gas rates 
with the Einstein theory. As a mat- 
ter of fact, many of their complaints 
directly concern “relativity’—espec- 
ially the relation that utility bills of 
one month have with those for the 
same month of the previous year, or 
with the bill to the salary check. 


| gaa ratepayers complain of 
rates because their bills seem to 
be too large. My experience has been 
that within a very few months after 
a rate reduction, gross revenues will 
increase. That simply means that the 
utility customers are spending more 
money for service than before. When 
the bill for any one month is com- 
pared with that for the same month 
of the year before and found to be 
higher, the customer believes there is 
a joker somewhere. “The rates are 
lower,” he states, “but my bill is high- 
er. The meters have been fixed to 
run faster.” 

Years ago, when the communities 
of North Dakota were served by in- 


dividual electric plants and before the 
days of good roads and autos, little 
comparison of rates in the different 
towns was made by the consumers. 
Today, improved transportation and 
the telephone have reduced the coun- 
ty to the size of a township, and the 
size of the state has been reduced, so 
far as the communication services are 
concerned, to that of the county of 
twenty-five years ago. Several times 
a month individuals or delegations 
will drive 100 to 250 miles to this of- 
fice to discuss some utility problem. 
Utility customers are continually com- 
paring their rates with those in effect 
in neighboring towns. This leads to 
a great deal of misunderstanding, and 
the reaction is usually against one of 
the utilities. This is because of lack 
of uniformity in rate schedules. 

For example: 

North Dakota has two cities, each 
with a population of 12,000 to 18,000. 
One has a residential electric rate on 
room basis, of five kilowatt hours per 
room for the first two steps, of 9 
cents, 5 cents, and 3 cents net. The 
other has a rate, also on the room ba- 
sis, of three kilowatt hours per room, 
of 93 cents, 8 cents, and 4 cents, with 
5 per cent discount for prompt pay- 
ment. 

The average consumer jumps to the 
conclusion that the first city has much 
the better rate. But the bills for thirty 
kilowatt hours would be the same in 
each city; from there to eighty kilo- 
watt hours the second city would have 
the best of it and thereafter the sec- 
ond city would lead. 


M*% rate schedules are unduly 
complicated. Some are difficult 
for an experienced utility man to un- 
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The Reason Why Some Utility Bills Appear to Be Higher 
a nial ratepayers complain of rates because their bills 


seem to be too large. 


My experience has been that 


within a very few months after a rate reduction, gross revenues 


will increase. 


are spending more money for service than before. 


That simply means that the utility customers 


When the 


bill for any one month is compared with that for the same 
month of the year before and found to be higher, the customer 
believes that there is a joker somewhere. ‘The rates are lower’ 


he states, ‘but my bill is higher. 


33) 


to run faster. 


The meters have been fixed 





derstand, much less the average pa- 
tron. In the two cities just cited, each 
utility furnishes steam heat and elec- 
tric service. Conditions are almost 
identical and consumption is nearly 
equal. In one city the rate schedules 
cover 31 pages—580 lines; in the oth- 
er the rate schedules cover 104 lines 
on 7 pages. 

Some of the complaints which reach 
my office are traceable to local politics, 
with the utility company as the issue. 
The condition often continues for 
years after the local plant has been 
supplanted by service from a trans- 
mission line. Each such case consti- 
tutes a problem in itself and it must 
be handled according to local con- 
ditions. Other complaints concern 
rates, mostly because the customers 
are not informed about rates and their 


applications, and the rest of the com- 
plaints arise because of incompetent 
employees or arbitrary action on the 
part of otherwise able men. 


SD jap the individual plant system, 
domestic and commercial rates 
based on “demand,” “load .factor,” 
and other more or less technical con- 
ditions were perhaps justified. But 
under present conditions, when the 
towns are served by transmission 
lines of one company that covers 
thousands of square miles of terri- 
tory, the “demand” or “load factor” 
of small installations appear to be of 
little consequence and might well be 
discarded in making rates. 

It is hard to understand some of 
the different rates for current used 
for different purposes. The residen- 
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tial user does not understand why cur- 
rent, generated at the same plant, 
coming to the residence over the same 
wire, passing through the same meter, 
should be charged for at the rate of 
124 cents per kilowatt hour for light- 
ing, 4 cents for cooking, and 2 cents 
or less for water heating, when the 
three classes of service are being used 
at the same time. Nor does he under- 
stand why a discount should not ap- 
ply on the service charge, where one 
is in effect, as well as the energy 
charge. The commercial user won- 
ders why his lighting rate is 12 cents, 
cooking and refrigeration 4 cents, wa- 
ter heating 2 cents, but if a motor 
larger than three horsepower is used 
on the refrigerator, the rate is 7 cents 
for that. These ratepayers come to 
the commission for an explanation, 
but so far none has been given; there 
is, indeed, none that would sound rea- 


sonable. 
en utility operator himself 
would object if his grocer 
charged him 12 cents a pound for ten 
pounds of sugar to be used for mak- 
ing candy; 4 cents a pound for thirty 
pounds for table use, and 2 cents a 
pound for sixty pounds to be used for 
preserving, when the sugar was of the 
same grade for each use, delivered at 
the same time from the same wagon 
_ in one bulk 100-pound sack. If the 
grocer attempted some explanation in- 
volving “demand charge,” “load fac- 
tor,” or “readiness-to-serve” charge, 
his public relations man would have 
work to do. Imagine, if you can, a 
water bill rendered on the basis of a 
certain rate for water used for bath- 
ing ; twice that for kitchen use, and six 
times as much for the laundry! Yet 


some electric schedules are in just that 
proportion—2 cents a kilowatt hour 
for heating the bath water, 4 cents for 
cooking, and 12 cents for lighting. 
There is perhaps some merit in such 
schedules, but it appears that it is far 
outweighed by its disadvantages and 
the chronic feeling of suspicion and 
sense of being dealt with unfairly in 
the mind of the customer. In the 
larger industrial installations “de- 
mand” and “load factor” must be 
considered, but certainly not in resi- 
dential and to a very limited extent in 
commercial service. 


F igemadl customers should be given 
all possible information as to’ 
rates and their application, encouraged 
to read meters, and check them with 
the bills. Intricacies and technical- 
ities in rate schedules which, in view 
of the greatly changed conditions in 


recent years, are obsolete and are the 
cause of misunderstanding on the part 
of the patrons, should be discarded, 
just as an obsolete generator is dis- 


carded. It has been said that “a sat- 
isfied customer is the best advertise- 
ment”’ ; it is just as legitimate to spend 
money on that kind of advertising as 
for printer’s ink. 


S° far as a utility company’s public 
relations are concerned, the meter 
reader is the most important person 
in the local organization. He meets 
every customer at least twelve times 
a year. That he should be neat in ap- 
pearance and of pleasing personality, 
goes without saying. He should have 
a thorough knowledge of rate sched- 
ules, be able to check installations, and 
to explain clearly any increase in con- 
sumption whether due to change in 
the season or to new appliances in use. 
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Very likely the housewife does not 
know that the new flatiron uses about 
seven times as much current as the 
washing machine, or that keeping the 
waffle iron hot is equivalent to using 
eight or nine 75-watt lamps. 

The meter reader’s value to the 
company should not be judged by the 
' time it takes him to cover the district, 
but rather by the number of com- 
plaints, especially those relating to 
service, that originate in his territory. 
I have in mind one such employee— 
a wide-awake young fellow, who at- 
tracted the attention of his manager 
and was soon advanced to a more re- 
sponsible position—in whose old dis- 
trict complaints increased greatly. 
The new place was not greatly to his 
liking, and he went back to the old 
job. Almost at once complaints prac- 
tically ceased. That man not only un- 


derstood his work thoroughly but, 
what is of equal importance, he un- 
derstood human nature. He is prob- 
ably of more value to his company, 
so far as public relations are con- 
cerned, than the best salesman. Oc- 
casionally an over-enthusiastic sales- 
man will make a statement concerning 
his merchandise that is not justified, 
and he will cause complaints that the 
meter reader or the manager must 
iron out. There has been a great re- 
duction of such cases in the past few 
years. 

Other employees have influence on 
public relations of course. But no 
utility employee has as much influence 
in maintaining public relations for 
good or evil in as great degree as the 
meter readers. 

Select—and train the meter readers 
—with care. 





Utility Items Fresh Off the Wire 


Soviet Russia’s greatest single industrial project under the 5-year 
plan—the immense hydroelectric power station on the River Dnieper 
ga as the “Russian Muscle Shoals”—was officially opened October 

Oth. 


7 


Durinc the year 1932 it is estimated that 89,000,000 electric lamps 
made in Japan will be imported to the United States. 


* 


= 


* 


As electric lamps made in Japan require 20.5 per cent more current 
than do the American-made lamps, it is computed that the use of the 
Japanese product in this country is costing the users $11,000,000 a year. 
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What Others Think 





The Effect on the Utilities of the Fall 
of the House of LaFollette 


oR over forty years the late Sena- 

tor Robert M. La Follette, founder 
of the recently interrupted political 
dynasty in Wisconsin, which bears 
his name, labored faithfully to keep 
his state far out in front of all pro- 
gressive movements. He _ surpassed 
Borah, Wheeler, Brookhart, and prob- 
ably matched Norris in his total dis- 
regard of party regularity. But he was 
a master politician as well as an idealist 
and, once in power, suffered during his 
lifetime no such political reverse as has 
been recently visited upon his heirs. 
He died lamented by friend and foe 
alike, leaving an organization with 
prestigé so strong that it swept into 
public office his two sons, who were 
thus “jumped” up in political ranks. 
Robert, Junior, went to the Senate to 
take up the work of his father, while 
a younger brother, Philip, was elected 
to the governorship. Blaine, the other 
Senator from Wisconsin, was part of 
the La Follette régimé, and everything 
looked rosy for the House of La Fol- 
lette. 

Then came the big surprise. In a 
year when progressive sentiment was 
supposed to be stalking the land; in a 
year when Republican Maine deserted 
the old guard and went Democratic to 
the surprise of everybody (especially 
the Democrats themselves); in a red- 
hot presidential election year, Wisconsin 
Republican voters arose and struck 
down the House of La Follette, defeat- 
ing Philip for renomination as governor 
and Blaine for renomination for Sena- 
tor. Why? 

The rumblings were heard as early 
as last spring when the La Follette pro- 
posals for delegates to the Republican 
National Convention failed to make 


the grade. Again the question arises. 

The answer to this question is par- 
ticularly interesting to those concerned 
with utility regulation. Wisconsin, it 
will be remembered, was the first to 
have a full strength regulatory commis- 
sion, beating New York to that honor 
by a few months in the year of 1907. 
Its commission has always been most 
active, and recently made regulatory his- 
tory with its statewide emergency rate 
reduction of telephone rates. Stricter 
regulation was a principle for which 
the late Senator La Follette fought per- 
sistently. The entire political family 
seems to be most critical of privately 
owned utilities. 

The explanations given by the more 
progressive journals and periodicals for 
the fall of the House of La Follette 
vary. The weekly newspaper Labor 
blames it upon a “campaign of terror- 
ism” carried on by the business inter- 
ests who dominate the Republican “old 
guard.” Wisconsin voters, it would 
appear, were deceived and coerced by 
Mark Hanna methods. On the other 
hand, the New Republic takes the more 
moderate view that the Wisconsin peo- 
ple were dissatified with those in office, 
even with the La Follettes. It conceded 
dissatisfaction with certain tax policies 
of Governor La Follette. Between 
these two positions, the general re- 
action of the liberal press seems to be 
that Wisconsin’s normally progressive 
voters are good and sore at the “ins” 
just as Maine’s usually conservative 
voters were good and sore at the Re- 
publican old guard incumbents, and that 
if President Hoover can derive any 
satisfaction from the Wisconsin pri- 
maries under such circumstances, he is 
easily satisfied. 
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An excerpt in point from Labor fol- 
lows: 


“Instead of increasing taxes the La 
Follette régimé lowered them. The general 
property tax for state purposes was wiped 
out. Taxes on big incomes were increased, 
but income taxes are not paid unless there 
are net profits to pay them, so no business 
is threatened by such levies. ’ 

“Business would not have left Wisconsin 
if the Progressives had won. That state 
has suffered less from the depression than 
any of its neighbors; notably less than 
Michigan and Illinois. 


put over their own candidates. If that is 
the case, there is very little in the con- 
servative Republican victory to cause any 
rejoicing in the White House, especially 
if the prevailing feeling against everyone 
in office contributed to the result. It now 
remains to be seen what the La Follette 
Progressives will do. We earnestly hope 
that Senator Blaine, at least, will run in- 
dependently for Senator and thus assure 
the defeat of John B. Chapple, the 32-year- 
old editor who won in the primary.” 


HIs theory that the Republican old 
guard won by default because 


“But with thousands of idle men — most of the Wisconsin voters were too 
for any sort of job, the threat of ‘Big busy attending the Democratic primary 


Business’ was blazoned from billboard and 


newspaper—V ote as we order you to vote, attractions does seem plausible when one 
or starve! When times are hard enough considers the smart pickup in the num- 
and ‘Big Business’ brutal enough, a cam- ber of Democratic primary votes. But 
paign of coercion works—for 6 time. the total number of votes cast in the 


“Blaine has made one of _the best first- 
term records ever known in the Senate. 


Republican primaries compares favor- 


La Follette’s administration has been one ably with the total number cast in 
of the most inspiring and hopeful oat the former years, which leaves the impres- 
history of state governments can show. sion that the Wisconsin Democrats 


“These men were beaten, partly because 


their Democratic supporters returned to the have either imported a large number 
fold in a presidential year; but largely be- of voters or have been raising large 
cause some voters of Wisconsin were families. In any event the Baltimore 
eceet ty “Sitwest sonmnmente. Sun, a Democratic paper, sees only the 


“If this example spreads, there are 


troublous days ahead for America. Fear resentment of the suffering voters 
is the most overmastering of emotions. It against those in power. Its editorial 
is also the shortest lived; for with men yjew follows: 


as with cats, it passes quickly into rage.” 


The liberal weekly, The Nation, be- 
lieves that the La Follette defeat in 
Wisconsin augurs well for the founda- 
tion of a third party there. It is no 
wonder the Republicans fired the La 
Follettes out, the editorial argues; the 
La Follettes are too big to fit into the 
confining boundaries of either of the 
old party lines very long. The Nation 


“The results, in fact, tend to show, in 
the first place, that in Wisconsin as in 
other states the voters are out to get the 
party in power. Oppressed by hard times, 
burdened with taxes, and suffering acutely 
from unemployment, the people are venting 
their resentment by throwing out the ins. 
The President can get little comfort from 
observing the enthusiasm and the efficiency 
with which this job is being looked after.” 


The Newark Evening News has a 


explains the Wisconsin upset as fol- similar view. 


lows: 


The New Republic believes that Gov- 


“The defeat of Senator Blaine and Gov- ernor La Follette slipped up on ile tom 


ernor Philip La Follette in the Wisconsin 
Republican primary is a hard blow to 


program which, in addition to the re- 


” 


liberals everywhere, even if one finds the sentment against the “ins,” lost for 
explanation in the great increase in the himself and Senator Blaine: 


Democratic primary balloting. How sig- 
nificant the latter was appears clearly when 
one notes that in Sheboygan county there 
were 152 Democratic votes in 1930 while 
there were 3,249 cast this year. In Door 
county the figures are even more striking: 
25 Democratic votes in 1930 and 3,200 this 
year. Apparently the Democrats have been 
voting in the Republican primary as Pro- 
gressives heretofore, and now propose to 
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“If Mr. Hoover rejoiced at the result 
of the Wisconsin Republican primary, as 
his friends say, he is easily pleased. True, 
the progressive La Follette régimé was 
crushed by the conservative ‘Stalwarts’; 
but there is no evidence whatever that this 
meant a victory for Mr. Hoover, or implied 
that he will carry Wisconsin in November. 
On the contrary, his name was hardly 
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mentioned in the pre-primary campaign, 
which was fought on local issues. . 

“Only one item of progressive legislation, 
put through by Governor La Follette, is 
believed to have had any important effect 
upon the election result. He introduced a 
state income tax which is, by present-day 
standards, rather onerous. The proceeds 
were to be used chiefly for relief of the 
unemployed; one of the plans was to elim- 
inate every railroad grade crossing in the 
state. Two things went wrong: it was 
found that eliminating grade crossings 
nowadays means employing more machines 
than men, so that the relief to the un- 
employed was disappointingly small; and 
the income tax could not be collected—and 
has been suspended in some districts— 
because people simply did not have the 
money to pay it. There is little doubt that 
Governor La Follette could have carried 
the state with him in his financial and 
social program, in normal times.” 


N°“. let us turn to the Republican 
side of the card. Mark Sullivan, 
White House spokesman, calls the Wis- 
consin upset a taxpayer’s rebellion. He 
further professes to see a revelation of 
the west’s fundamental conservatism 
and, looking still further into his politi- 
cal crystal ball, he sees much comfort 
for President Hoover. Here are Mr. 
Sullivan’s views published in many Re- 
publican newspapers : 


“Lately the La Follettes began to preach 
doctrines which to the people of the state 
sounded like frank advocacy of something 
like state socialism. Involved with the La 
Follettes was the state university which is 
controlled by the state government. The 
condition gave rise to a slogan to the effect 
that the La Follete machine and the state 
university were ‘on the road to Moscow.’ 


“An element in the fight was a new dis- 
illusionment which caused the people of 
the state to realize that the La Follette 
organization has been a self-perpetuating 
office-holding machine constantly collecting 
more taxes to strengthen their organization 
by adding more officeholders to it. +p 

“Although it is true that the Wisconsin 
situation was a special one, nevertheless the 
outcome throws some light on the outcome 
of the presidential election throughout the 
West as between conservatives and the 
opposite. The Wisconsin outcome will bear 
great emphasis as a demonstration of 
fundamental conservatism showing its high- 
est vitality in the midst of a severe de- 
pression.” 


The telephone industry’s organ, Tele- 


phony, sees also comfort for the wound- 
ed utilities : 


“The spectacle of business corporations 
moving their factories out of Wisconsin to 
escape the tax blight, finally convinced 
the voters of that state that they must 
drive out of office the advocates of the 
ruinous taxation policy that was depriving 
thousands of workers of their jobs. 

“The crusade being carried on against 
public service companies in Wisconsin 
emanated from the same political school 
that has been defeated. Reduction of 
telephone rates 124 per cent and interfer- 
ence with company management in various 
ways were merely the start of the warfare 
on the utilities. It is only reasonable to 
interpret the action of the voters to mean ° 
that they are not in sympathy with such 
attempts to harass these public services.” 


HAT will be the political result? 

There have been vague rumors 
that Philip La Follette and Blaine 
may run independently. Other rumors 
say the La Follettes would support 
the Democratic ticket. This would 
be less effective against the old guard, 
but the Democratic chances would still 
be very bright. And so it may turn 
out that Kohler and young Philip 
were merely shadow-boxing and that 
the real bout is to be the donkey 
versus the elephant on November 
8th. Should the donkey win out, 
the question of what the Republican 
primary results signified will become 
about as important as a World Series 


rain check. 
—F. X. W. 


Eprrortat. Labor. September 27, 1932. 
Eprrortat. The Nation. October 5, 1932. 


Epiror1aAL. Baltimore Sun. September 22, 
1932. 


Eprrortat. Newark Evening News. Sep- 
tember 22, 1932. 


Eprrortat. The New Republic. October 5, 
1932. 


Wests Srronc Conservatism Sap Re- 
VEALED. By Mark Sullivan. Rochester 
gga and Chronicle. September 23, 


Tue BurpeEN or TELEPHONE TAxeEs. Tele- 
phony. October 1, 1932. 
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The Attitude of the Hoover Administration 
towards State Regulation of Utilities 


RESIDENT Hoover pleaded for the 

preservation of state’s rights in the 
matter of utility regulation as well as 
could be expected of a re-incarnated 
spirit of that arch Democrat, Andrew 
Jackson, when he addressed the recent 
convention of the American Bar Asso- 
ciation held in Washington on the eve 
of the dedication of what some predict 
will be the most beautiful building in 
the most beautiful city in the world— 
the new home of the Supreme Court of 
the United States. 

The President recalled briefly how 
often, in our past history, economic 
forces have spread business in ever 
increasing volume across our state lines 
and placed new strains upon our Fed- 
eral system in its relationships with the 
state sovereignties. He recalled how 
the Supreme Court has always risen to 
the occasion and ironed out the legal 
difficulties and made the necessary deli- 
cate adjustments in our regulation of 
interstate commerce. Without its pres- 
tige, independence, wisdom, and power, 
he felt that such regulatory adjustments 
could never have been accomplished 
without much injury to the people and 
disturbance of political equilibrium. 
But the problem is still with us. New 
complications arise to take the place of 
old ones. It is necessarily placed upon 
the Bar from whose membership our 
future judges are drawn that the re- 
sponsibility rests for seeing that the 
progress of legal regulation does not 
falter or lag behind the correlative needs 
of our political economy. The President 
stated : 


“We have long recognized that certain 
functions in our economic life are affected 
with public interest, which requires that 
their activities shall be in some measure 
controlled by government, either state or 
Federal, in protection of the citizens. In 
that situation we have sought to find a 
bridge between these controls and the main- 
tendnce of that initiative and enterprise 
which assures the conduct and expansion 
and perfection of these functions. 

“One of the great good fortunes of our 


form of government is that of the 48 states 
we have 48 laboratories of social and eco- 
nomic experimentation. But, as I have 
said, many of these activities—particularly 
those of banking and finance, of transpor- 
tation, communications, and power—have 
expanded beyond state borders. It has be- 
come necessary during these years to de- 
velop gradually increasing burden of Fed- 
eral control. 

“With growth and experience, these reg- 
ulatory functions require constant revi- 
sion: On the one hand that we may pre- 
vent wrongdoing and give justice and 
equality of opportunity to our people, and 
on the other that we should not stifle these 
vital functions and services through the 
extinction of that enterprise and initiative 
which must dominate a growing organism.’ 


s the President analyzed the prob- 

lem of interstate governmental 

control, there are two possible situations 

where the extension of Federal regula- 
tion may be required: 

(1) Where the people are not pro- 
tected by the government of their own 
states ; 

(2) Where the subject of the needed 
regulation is beyond the capacity of the 
states to protect their own citizens. 

The President added: 


“And here lies also one of the most deli- 
cate relations of our Republic. We must 
maintain on the one hand a sense of re- 
sponsibility in the states. It is the local 
communities that can best safeguard their 
liberties. We must, therefore, impose upon 
the states the maximum responsibility in 
these regulatory powers over economic 
functions.” 


| a general way, President Hoover’s 
utterances reflect the attitude of the 
Federal Power Commission. A few 
days before the President’s address to 
the lawyers, Dr. George Otis Smith, the 
very active chairman of that Federal 
board, told the people of this country 
over a nation-wide radio broadcast, 
arranged by the Washington (D. C.) 
Star: 
“Whoever examines the record of these 
twenty-five years and sees therein only fail- 


ure and incompetence and even suspects 
widespread graft needs to have his civic 
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perspective corrected and his faith in his 
fellow citizens renewed by wider contacts 
and broader outlooks. As an observer of 
state commissions during this period, sym- 
pathetic with their efforts because inter- 
ested in the purpose of their activity, I be- 
lieve that their success has been notable. 

“Considering the newness of the problem 
and the too frequent lack of public support 
at all adequate to the rapidly increasing 
complexity of the task, I assert that state 
regulation has not broken down. In thus 
commending the record of the state com- 
missions I speak advisedly, because from 
experience, when I say that regulation in 
practice is far from being as simple as 
regulation in theory.” 


What Dr. Smith does advocate, how- 
ever, is the enactment of Federal 
laws to supplement the good work be- 
ing done by the state commission and 
to fill in the gaps where the states 
have not undertaken to regulate. He 
pointed out that there are eight states 
still without regulatory laws in the 
field of electric power, while only 
half the states have provided statu- 
tory authority over the issuance of 
power company securities. The increas- 
ing amount of power moving in inter- 
state commerce, not only for the country 
as a general average, but also as be- 
tween certain individual states, was held 
to reveal a further need for congres- 
sional action. 

Dr. Smith also advocated Federal 
regulation of holding companies con- 
trolling interstate utiilty service. He 
said 

“T have noticed that the possibility of 


overlapping jurisdiction and duplicated ac- 
tion is sometimes viewed with alarm by 


power company officials; but as yet the 
public has not voiced any loud complaint 
that it is overprotected. Better some over- 
lap than any gap; better overprotection 
than underprotection.” 


Although praising the “glorious suc- 
cess” of private initiative in the electric 
power field, Dr. Smith rebuked the in- 
dustry for its persistent and evidently 
its ultimately futile opposition to neces- 
sary regulation. He said on this point: 


“The losing fight of the public utilities 
against regulation has continued for a quar- 
ter of a century; why do the power inter- 
ests occupy one trench after another in 
their retreat? They are only furnishing 
added excuse, if not indeed some reason, 
for continued attacks against private own- 
ership.” 


Dr. Smith concluded that while the 
privately operated power industry has 
been manifestly weak in its psychology 
and sociology, it is not insolvent, nor 
obsolescent, nor socially bankrupt. 
Furthermore, he, for one, did not advo- 
cate “some substitute plan for running 
it.” He saw serious defects, but he 
realized that the power industry needs 
help in the form of sympathetic but 
courageous attention by public agencies 
both state and Federal. Better regula- 
tion of the whole power business, he 
felt, was the complete answer. 

—M.M. 


Appress. By President Herbert Hoover. 
American Bar Association Convention. 
Washington, D. C. October 12, 1932. 


Rapio Broapcast. By George Otis Smith. 
N. B. C. hook-up. October 4, 1932. 





The Effect of the Insull Collapse on 
State Regulation 


fi are numerous “life histories” 
now being published of Samuel 
and Martin Insull in the periodical and 
daily press, but there is comparatively 
little editorial opinion as to what effect 
their activities have had on utility reg- 
ulation; or what utility regulation has 
or would be expected to have accom- 


plished in checking the financial catas- 
trophe which overtook them and the 
numerous other investors in their com- 
panies. 

Marquis W. Child, writing a three- 
part story about Samuel Insull in the 
New Republic, gives an interesting view- 
point on Samuel Insull—the man. Mr. 
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Child sees in Samuel Insull, born a poor 
boy in the London of 1859 and rising 
to power through his business shrewd- 
ness which attracted the attention of 
Thomas Edison, the “end of the last 
phase of a long period of unrestrained 
individual exploitation” in American 
business. Samuel Insull, in the eyes of 
Mr. Child, is the last or one of the few 
remaining traces of a vanished race of 
industrial Napoleons who played their 
own cards and built their own indus- 
trial empires for better or worse. 

Mr. Child concedes that Mr. Insull’s 
ability for reorganization and manage- 
ment had much to do with the establish- 
ment and phenomenal growth of the 
infant electrical industry in the middle 
west, which, in a bare half century, has 
attained such gigantic proportions. But 
now that the period of growth has been 
accomplished, he sees the danger of per- 
mitting the control of hundreds of op- 
erating subsidiaries and a vast network 
system to remain concentrated in a sin- 
gle individual. There is danger he 
thinks to an essential public service, to 


the patrons, to the investors, and to the 
master mind himself. Mr. Child states 
on this point: 


“In a striking way his career illustrates 
the danger involved in the concentration 
of such enormous power in a single indi- 
vidual. It paralyzes the wills and the 
minds of those who come in contact with 
it. And finally it destroys the judgment, 
the intellect, the sensibilities, of the individ- 
ual himself and leads him into the trap that 
will destroy him. If the eye-gouging game 
indulged in by those at the top of the fi- 
nancial heap concerned only themselves, it 
would make no difference whatsoever. But 
it happens to involve a commodity vital to 
modern life. It involves directly the fate 
of an army of employees and another army 
of small investors. It involves the stabil- 
ity of essential financial institutions.” 


A somewhat kindred thought is ex- 
pressed in a Baltimore Sun editorial: 


“With the receding of prosperity’s flood, 
the Plimsoll’s mark which divides honesty 
from skullduggery is revealed and much 
that was concealed by the boiling tide of 
three years ago now stands forth to mock 
the shrewd men of business of that fan- 
tastic era. : 

“This is not to say that the offenses with 


which the Insulls are charged are merely 
relative. To remove collateral from what 
was virtually a trust fund is, of course, an 
indictable offense, but the point is that, 
amid all the pyramiding and juggling 
which passed for sound business during the 
Coolidge-Hoover boom, a great deal un- 
questionably went on that would have been 
indictable had anybody been interested in 
the ethics or morals of business—or, in- 
deed, in anything save the ability to ‘make 
a little on the turn” . . . 

“To accept the debauching of the elec- 
torate in two states, but to look down the 
nose in the matter of a possible hypothe- 
cation of securities, seems like straining 
at a gnat and swallowing a camel. Camel- 
swallowing was nothing remarkable from 
1926 to 1929, but it will be said if the moral 
is missed.” 


“ae errors of judgment complained 
of, which occurred during the fev- 
er of a rising market were not, there- 
fore, confined to Samuel Insull nor, for’ 
that matter, to the promoters of utility 
holding companies. But being Samuel 
Insull and being a utility promoter, they 
invited more public criticism. 

First of all, there was the matter 
of political activities referred to in the 
Sun editorial. Unquestionably Mr. In- 
sull was legally justified in doing what 
he pleased with his own money. He 
may have, indeed, convinced himself, as 
he told a Senate committee, of his duty 
to support by large contributions can- 
didates for public office best qualified, 
in his opinion, to hold them. But when 
it was stated that a former member of 
the state commission whose duty it was 
to regulate his companies was the re- 
cipient of such generosity, criticism was 
very emphatic. 

The electrical industry as a whole 
apparently does not approve of prac- 
tices which might subject it to public 
criticism. In its annual convention last 
June at Atlantic City, Floyd L. Car- 
lisle, speaking for the industry, made 
a very clear-cut declaration of policy. 
He said: 


“I am very happy tonight to know that 
this association has gone back to first prin- 
ciples. We have become, by the changes 
in our constitution and by the clear expres- 
sion of our membership, a pure trade asso- 
ciation. There is a great work that we 
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can perform which will be truly for the 
public welfare. This is the proper forum 
for the exchange of the most exact and 
scientific knowledge concerning our busi- 
ness. Our statistics, compiled from no oth- 
er standpoint than the exact truth, can be 
helpful to governments, to industries, to 
banks, and to investors, as well as to our- 
selves. Any taint of propaganda, of lobby- 
ing, or trying to color facts, or to influence 
anyone except with facts is definitely, and 

hope permanently, ended in this associa- 
tion. I believe, furthermore, that we must 
enforce the highest ethical and business 
practices within our membership. I repeat 
that the purpose of this industry is the 
generation and sale of electricity at fair 
and reasonable rates and no other, and that 
any company violating that purpose should 
not be permitted to remain within this as- 
sociation.” 


A policy which Samuel In- 
sull staunchly advocated and for 
which he will be long remembered was 
customer and employee ownership of 
utility securities. That it is a sound 
policy when confined to the sale of 
securities in the operating compa- 
nies themselves is probably accepted 
throughout the utility industry. It re- 
sults in better public and industrial rela- 
tions. It makes customers more inter- 
ested in and sympathetic to the solution 
of the operating utilities’ managerial 
problems. It makes employees more 
conscientious in the performance of 
their duties. 

A more controversial question, how- 
ever, is raised over the sale of unreg- 
ulated holding company securities, a 
question which arises with respect to 
the sale of securities of any corporation. 
Mr. Childs draws a very dark picture, 
indeed, of this phase of security sales: 


“All of Insull’s financing from 1928 to 
1931 was posited upon an expansion of 
the electrical industry such.as occurred in 
the decade following the War. The order 
went down the line through the innumer- 
able Insull offices, from the last sales man- 
ager to the newest office boy: ‘Sell stock 
if you want to hold your job.’ Dollars 
came out of cracked teapots, and uncles, 
cousins, and aunts heeded anxious pleas. 
But these were only drops of water in the 
receding ocean. Insull spent the six 
months prior to the receivership in a series 
of frantic interviews with bankers in New 
York and Chicago, pleading and begging 


as the end drew near. The bankers did not 
recognize him in the rdle of humble suppli- 
cant.” 


U may be of interest to note in pass- 
ing that the exercise of pressure 
upon utility employees to sell securities 
of parent holding concerns is a practice 
which has attracted the attention of the 
New York Public Service Commission. 

As Mr. Child hints, the losses to in- 
vestors resulted from the error of Mr. 
Insull’s individual judgment. It has 
been said, with some authority, that if 
expansion had stopped, following the 
crash of October, 1929, it might have 
been possible to fund the Insull com- 
pany loans. But Mr. Child tells us that 
Mr. Insull looked from day to day for 
the miraculous return of prosperity. 
He was unduly optimistic. He predict- 
ed a rapid return to the boom period 
of 1928. This was an error in judg- 
ment which resulted disastrously. 

The Philadelphia Record takes the 
view that by a strange paradox Samuel 
Insull will be responsible for stricter 
regulation of utilities than ever before. 
It stated editorially on October 11th: 


“Samuel Insull will go down in Ameri- 
can history as the man who caused the 
reform of utility exploitation evils. 

“Reformers failed to focus public atten- 
tion on the worst side of the utility busi- 
ness, but Insull succeeded. Because of In- 
sull, the promoter, and not because of the 
liberals and the statesmen, the public at 
last becomes conscious of such things as 
stock-watering, valuation write-ups, con- 
sumer gouging, crazy financing, unregulat- 
ed holding company defiance of authority. 


“A new movement toward complete, 
workable Federal control of holding com- 
panies, toward more stringent state control 
of operating companies, protecting not only 
private ownership but also the investor and 
the consumer, is upon us. Insull, ironical- 
ly, started this movement. Insull has 
brought close the day when hard fact, and 
not empty epithet and insincere sentiment, 
will decide the future of the public utility 
business of America.” 


A: might have been expected, the 
charge that utility rates are based 
on overcapitalization—watered stock— 
was revived on the Insull receivership 
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and circulated freely. Mr. Julius G. 
Berens, financial editor for the New 
York American, is one who apparently 
still believes that rates are based on 
capital structure. Writing about the 
Insull affair in the Washington (D. C.) 
Herald, he stated: 


“Vast pyramids of manipulated finance 
cannot be afforded by the nation, least of 
all in the public utility industry. 

“The public pays doubly for these mon- 
strosities. 

“It pays through colossal shrinkage in 
securities with the inevitable bursting of 
these bubbles of finance. : 

“It also pays dearly through overcapi- 
talization, with the attendant claims for 
‘living-wage rates’ for electric light and 
power, gas, etc. 

“The statement has been made that, re- 
gardless of holding company capitalization- 
pyramiding, ‘basic rates to consumers are 
not affected.’ 

“Yet when bankers reorganized Insull’s 
three largest operating companies they 
made a downward revision of their capi- 
tal structure. Does not this suggest the 
spirit of capital-inflation extended from 
holding companies through to operating 
units ?” 


This is, of course, a misunderstand- 


ing of the regulatory principles govern- 
ing rate making. The bankers may re- 


vise the capital structure upward, 
downward, or sidewise; but this will 
not affect the rate base. It is the pub- 
lic service commission and not receiver- 
ship bankers who fix utility rate bases 
in Illinois. A statement by the Illinois 
commission clears up this point very 
effectively. It appears that State Rep- 
resentative J. W. Harris (who seems to 
share the views of Editor Berens) an- 
nounced that he would introduce in the 
next session of the Illinois legislature a 
resolution to investigate the failure of 
the commission to “protect the investors 
of Illinois from the Insull debacle.” 
Chairman G. Gale Gilbert made an ef- 
fective answer for the commission as 
follows: 


“The commission wishes it clearly under- 
stood that the so-called Insull holding com- 
panies are in fact not public utilities. The 
Illinois statutes, which created the com- 
mission, give the commission supervision 


only over public utilities actually operating 
and that render a utility service. Here it 
is obvious that the commission can have no 
supervision over nonpublic utilities such as 
those referred to. 

“Actual operating companies of the In- 
sull group are public utilities, however, and 
are under the commission’s jurisdiction. 

“With this thought in mind, the public 
should consider the fact that no one of the 
actually operating Insull electricity and gas 
companies is in receivership. All are oper- 
ating. They are all solvent and financially 
—., There has been no default on their 

onds, 


It could also be truthfully added that 
not one of the operating companies was 
compelled or permitted to increase rates 
to the public as the result of holding 
company operations. It is, indeed, a 
worthy achievement of commission reg- 
ulation in Illinois that the subsidiaries, 
in spite of the financial difficulties of 
their owners, continue to furnish valu- 
able service to the public day after day 
—receivership or no receivership. It 
was an acid test of regulation. It 
proves that the mistakes or alleged mis- 
takes of no one man or group of men 
can break down the effectiveness of 
commission regulation in keeping the 
wheels of public service turning regard- 
less of the troubles of parent holding 


companies. — 

By Marquis W. Childs. 
September 28, 1932. 
October 11, 


SAMUEL INSULL. 
The New Republic. 


EprrortaL. Baltimore Sun. 


1932. 


Tue Licut AND Power INDUSTRY AND THE 
Pustic Wetrare. By Floyd L. Carlisle. 
Address before 55th Convention of the Na- 
tional Electric Light Association. Atlantic 
City, N June 10, 1932. 


SAMUEL INSULL—THE CoLLAPsE. The New 
Republic. October 5, 1932. 


Eprrortat. The Philadelphia Record. Oc- 
tober 11, 1932. 


Lessons or INsuLLISM Must BE IMPRESSED 
ON THE InvesTING Pustic. By Julius G. 
Berens. Washington (D. C.) Herald. 
October 7, 1932. 


STATEMENT OF THE ILLINOIS COMMISSION. 
United States Daily. September 29, 1932. 
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A Public Utility Corporation’s 
Right to Privacy 


ORPORATIONS cannot get married. 
They cannot vote. They cannot be 
thrown into jail. These are about the 
only things that a corporation cannot 
do or suffer legally which can be done 
or suffered by a natural person. Cor- 
porations are artificial persons created 
by law for purposes of business. As a 
practical matter, however, most of us 
do not usually regard corporations as 
persons. We know that they cannot 
eat, sleep, fight (with fists), or do any 
of the things that real flesh and blood 
creatures can do. They are the im- 
mortal ghosts of commerce—mere ficti- 
tious names used for stock transactions, 
running businesses, suing, and being 
sued. 

And in such a light most of us have 
come to regard the corporation. We 
never stop to think that a corporation 
could have any morals, that it is entitled 
to privacy or pity or mercy. The term 
“soulless corporation” coined many 
years ago we continue to accept with- 
out question. But, seriously, is a cor- 
poration not equitably entitled to more 
than its mere legal right to sue and be 
sued and so forth? 

Perhaps if we grew to regard cor- 
porations more humanly, they might act 
more humanly. Take, for example, the 
matter of a corporation’s “past.” Is it 
entitled to privacy? This is no laugh- 
ing matter, however amusing it may 
seem at first. When a natural citizen 
has lived down certain indiscretions of 
his youth and led a reputable life in his 
community, most of us would regard 
a gossip who would drag up that party’s 
past and disgrace him as a pretty detest- 
able person. In a few western states 
there are even statutes making such 
conduct a penal offense. 

A public utility’s financial affairs, 
however, seem to be entitled to as much 
privacy as the proverbial gold fish. Of 
course, a proper and systematic plan of 
publicity of utility accounts is a neces- 
sary part of efficient regulation. In 


fact one of the great achievements of 
commission regulation, both for the 
public and for the utility, has been the 
establishment of the various uniform 
classifications of accounts. Chairman 
Smith of the Federal Power Commis- 
sion recalls that Albert P. Thom, now 
general counsel for the railroads in 
Washington, told him twenty-five years 
ago that the accounting systems re- 
quired by the railroads under the Hep- 
burn Act was worth all they cost to 
the railroads as aids to their own know!l- 
edge of their own business. 

But there is the unnecessary disturb- 
ance of a utility’s bookkeeping by pro- 
fessional agitators. The report of the 
accounting committee of the Public 
Utility Section of the American Bar 
Association gave this class of “obstruc- 
tionists” a plain rebuke. It stated: 


“Mixed with the good which has come 
from regulation along these lines we find 
some evil. Due in part to the ready acces- 
sibility of commissions to hear complaints, 
a small but pernicious band of destruction- 
ists, usually with personal ambitions to 
gratify, are constant complainants against 
utilities as to service and rates. Such com- 
plainants usually have some scattered 
knowledge of accounting, and to satisfy 
their requests for statistical information 
taken from the books, costs the regulated 
utilities hundreds of thousands of dollars 
every year. Although the amounts of such 
expenditures are large, the real seriousness 
is emphasized by the fact that much of the 
information which is thus supplied at great 
cost is of no possible assistance to the regu- 
latory commission which is considering the 
case, and frequently is never examined by 
either complainant or commission. This 
does not usually apply to requests from 
commissions for information. Other re- 
quests can possibly be refused but under 
such circumstances the complainant raises 
the cry that the utility seeks to conceal im- 
portant facts. If the commission fails to 
enter an order in conformity with his re- 
quest he accuses that tribunal of an unholy 
alliance and proclaims that regulation is a 
failure. 

“Economy in official and clerical studies 
of this nature appears as important and ap- 
propriate as economy in operation required 
for efficient management in shrinking ex- 
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penses to meet declining revenues. Metic- 
ulous detail in the accounts may not be an 
indispensable requirement. The discretion 
of management should be presumed to be 
as watchful of appropriate accounting as 
regulatory authority. Economy for the 
benefit of both commissions and utilities in 
imposing accounting requirements is a de- 
sirable development of present changed 
economic conditions.” 


HAIRMAN Smith himself has always 

been a champion of publicity for 
utility operations, but in his address to 
the Bar Association at its recent con- 
vention in Washington, he was con- 
strained to admit: 


“Pitiless publicity, however, is hardly a 
cure—it serves only to diagnose the trou- 
ble, and far too often it is of a post-mor- 
tem nature. Revelation of bad corporate 
conditions, faulty business regimen, and 
even unethical habits, as disclosed through 
Federal Trade Commission investigations, 
cannot take the place of plain facts cur- 
rently determined and promptly published. 
Using the financial pages of newspapers for 
publishing balance sheets that explicitly set 
forth a public utility’s operations has a 
practical value to the public possessed by 
no exposé of past practices, however sen- 
sational the headlines. Investors have a 
right to know what is going on now rather 
than why something happened last year, 
and customers of utilities likewise should 
be told where the money goes that they pay 
for service.” 


Chairman Smith would probably 
eliminate the spectacular, fragmentary, 
impressionistic type’ of accounting in- 
vestigation, which has provided the 
newspapers with headlines and news 
stories about such corporate indiscre- 
tions as the charging of high priced 
gifts such as neckties to the expense of 
promotion in estimating original cost. 
He would substitute instead regular 
matter-of-fact and readily understand- 
able fiscal reports which would convey 
to utility investors (and such consumers 
as may be interested enough in the 
matter) a complete picture of the com- 
pany’s financial condition. After all, 
an error in charging the price of neck- 
ties to original cost may be insignificant 
if a company’s accounts are otherwise 
in substantially good order. But it 
makes headlines which mislead the pub- 
lic with unfair implications. 


W: have also acquired a habit of 
charging the misdeeds of a cor- 
poration’s officers against the corpora- 
tion and (if the corporation is a utility) 
very often against the regulatory com- 
mission. Perhaps it is because we ex- 
pect too much regulation. Another 


committee of the American Bar Asso- 
ciation took a very fair view of this 
matter. Reporting to the public utility 
law section, the committee on boundar- 
ies between state and Federal regulatory 
powers, stated: 


“It must be remembered that certain 
abuses cannot be cured by regulation,— 
such as improper use by officers of the 
money of a corporation for the private 
benefit of the officer; improper use of con- 
trol by a majority of the stockholders for 
the benefit of the majority of stockholders 
and in fraud of the creditors and the mi- 
nority stockholders—abuses which have 
existed in all kinds of corporations from 
time to time since corporations were in- 
vented. The law can and does make such 
acts illegal and can and does provide penal- 
ties and punishment. It is probably futile, 
however, to think that any type of regula- 
tion can prevent in advance the occasional 
fraudulent misapplication of corporate 
moneys. The remedy for this type of 
abuse is in the character of the officials 
elected by the stockholders and, when the 
abuse has occurred, the vigorous prosecu- 
tion of the offender and the enforcement of 
the civil and criminal penalties provided by 
statute.” 


Yet how often do we condemn a 
corporation for the acts of its officials! 
A corporation’s honesty is not the same 
as that of its president, nor even of its 
board of directors. The honesty of a 
corporation’s policy should be judged 
by the acts of its shareholders in meet- 
ings assembled. 

The Electrical World places some of 
the blame for popular mistrust of utility 
corporations upon the failure of the 
commissions themselves to make known 
to the public the effective protection of 
regulation which is continuously operat- 
ing. It stated editorially : 


“‘Regulation has broken down’ is the 
cry. Regulation has never been built up, at 
least not in public appreciation. Smug 
complacency has apparently joined hands 
with timidity and reticence to keep from 
the people what they most need to know 
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about regulation. Little wonder that poli- 
tical agitators and ambitious college pro- 
fessors instigate investigating commissions 
which aspire to put more teeth in the laws. 
Would any of this be necessary if the com- 
missions should disclose the good they are 
continuously doing all around? At least, 
why should not a commission’s annual re- 
port picture vividly what regulation has ac- 
complished in terms of human values?” 


L fin the desire thus evidenced on 
one side by the chairman of one 
of the most important regulatory com- 
missions in the world, and on the other 
side by a journalistic spokesman for the 
electrical industry, it would seem that 
some common-sense agreement about 
the matter cannot be far off. If utility 
companies are willing to codperate with 
reasonable publicity measures, the era 
of “shameful disclosures” (which has 
unjustly injured the financial credit and 
public relations of many utilities, now 


attempting to render good service at 
fair rates) will have departed forever 
with few to mourn its passing except 
perhaps the reporters. 

—F. X. W. 


Report OF COMMITTEE ON THE LEGAL ASPECTS. 
OF THE SCOPE AND STANDARDS OF ACCOUNT- 
ING REGULATIONS PRESCRIBED FOR PUBLIC 
Uririties sy Pusiic AuTHority. Ameri- 
can Bar Association Annual Convention. 
Washington, D. C. October 10, 11, 1932. 


Tue Pustic AND Power. Address by George 
Otis Smith before the Section of Public 
Utility Law of the American Bar Associa- 
tion. Washington, D. C. October 10, 1932. 


Report oF COMMITTEE ON THE BOUNDARIES. 
BeTwEEN STATE AND FEDERAL REGULATORY 
Powers OveER Pusiic Services. American 
Bar Association Annual Convention. 
Washington, D. C. October 10, 11, 1932. 


ae The Electrical World. July 27, 
1932. 





Other Articles Worth Reading 


ARE THE RarLtroaAps ConsuMER Conscious? 
Yes. By Fred W. Sargent. The Rotarian. 
July, 1932. 


ENCROACHMENT BY GOVERNMENT ON THE Do- 
MAIN OF PrIvATE Business. By Charles R. 
Fowler. American Bar Association Jour- 
nal. September, 1932. 


Facrs—Not Fancy—SHou.tp Dictate ParkK- 
ING ReGuLatTion. By Hawley S. Simpson. 
AERA. August, 1932. 


FUNDAMENTAL RELATIONSHIPS BETWEEN 
PrIcE AND CONSUMPTION OF ELECTRIC 
Service. Doherty and McGraw Prize 
Paper. By P. P. Stathas. N.E.L.A. Bulle- 
tin. August, 1932. 


GOVERNMENT IN TRANSPORTATION. The Traf- 
fic World. August 27, 1932. 


Here It Comes. By H. Ledyard Towle. 
American Magazine. September, 1932. 

A glance into the future of transporta- 
tion that envisages passenger trains speed- 
ing at 2 miles a minute and motor cars 
at 100 miles an hour. 


Pustic Utinities TopAy AND Tomorrow. By 
George Otis Smith, Chairman of the Fed- 
eral Power Commission. The Magazine of 
Wall Street. June 25, 1932. 


RoosEvELt’s Power Recorp. By Judson King. 
The New Republic. September 7, 1932. 


SamueEL Insut_: II.—Chicago in His Vest- 
pocket. By Marquis W. Childs. The New 
Republic. September 28, 1932. 


Tue Anti-Trust Laws AND THE SELF-REGu- 
LATION OF INpUsTRY. By John Dickinson. 
American Bar Association Journal. Sep- 
tember, 1932. 


Tue CHancinG Pusric Utitiry Map. By 
James C. De Long. The Financial World. 
August 24, 1932. 


Tue ExvectricaL, INnpustry As AN Economic 
AND SociAL Factor in America. By Ermin 
Johnson. N.E.L.A. Bulletin. August, 1932. 


Tue Rexations or GovERNMENT AND BuslI- 
NEss. By George J. Segel. N.E.L.A. 
Bulletin. August, 1932. 


Tue St. LAwrENcE WateRWAY Treaty. By 
Ralph Thompson. Current History. Sep- 
tember, 1932. 


Tue Taxi Runs Amucx. By Raymond S. 
Tompkins. The American Mercury. Au- 
gust, 1932. 


VALUATION FoR Rate MAKING, 1932. By C. 
Woody Thompson. The Journal of Land 
& Public Utility Economics. August, 1932. 


Witt Lower Rates Hamper Utitity Earn- 
ING Power? By Ernest Greenwood. The 
Magazine of Wall Street. June 25, 1932. 
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OUT OF 
THE MAIL BAG 


The Difference Made by .000 to 
Our Vital Statistics — 


nN page 16 of the July 7th issue of Pus- 
O Lic Utizities ForTNIGHTLY can be found 
the following statement: 
“ . . in the United States there are 
200,000 individuals connected with foreign 
language groups. This is .000166 per 


cent of the population. . . . 
That would put the population of the 
United States at 120,000,000,000. 
—Joun Winn, 
Albany, New York. 


e 


Questions Raised by the Wis- 
consin Commission 


HE opinion of the Wisconsin commis- 

sion in the Wisconsin Telephone Case 
which was analyzed by William A. Prender- 
gast in the September Ist issue of Pustic 
Uriities FortNIGHTLY, raises some interest- 
ing questions. One cannot help wondering 
how much longer utility management can as- 
sume responsibility for results, if its discre- 
tion can be controlled by government to the 
extent indicated by the opinion. Surely the 
judgment of management on questions of 
pensions, depreciation, plant capacity, and 
apportionment of operating expense between 
exchange and toll service ought not to be in- 
terfered with except for very serious rea- 
sons. In the case of the pensions, there is 
a threat in the opinion that they will be 
treated as gratuities and not allowed as an 
operating expense unless they are placed on 
a contractual basis. This is true also of the 
alleged excessive plant capacity; the com- 
mission apparently reserves for future deci- 
sion the question whether it will be excluded 
from the rate base. The change in the al- 
location of operating expenses of toll and 
exchange service involves the vexed ques- 
tion of apportioning joint cost. Every such 
apportionment must be based on assumptions 
which are arbitrary to some extent. The 
purpose of the commission apportionment, of 
course, is to put as much operating expense 
as possible upon the toll service so as to re- 


duce the expense of the exchange service. 

May this not raise the question of a state's 
placing an undue burden on interstate com- 
merce and unduly discriminating against the 
toll service in favor of the exchange serv- 
ice? There certainly must be some question 
as to the comparative value of the exchange 
and toll service. 


HE action of the Wisconsin commission 

in this case brings vividly to mind the 
opinion in the case of Canada Southern Rail- 
way Company v. International Bridge Com- 
pany, decided by the House of Lords in 1883 
and cited in the case of Cotting v. Kansas 
City Stock Yards Company, 183 U. S. 79, re- 
lied on by the commission in the present case: 


“That being so, it seems to their Lord- 
ships that it would be a very extraordinary 
thing indeed, unless the legislature had ex- 
pressly said so, to hold that persons using 
the bridge could claim a right to take the 
whole accounts of the company, to dissect 
their capital account and to dissect their 
income account, to allow this item and dis- 
allow that, and after manipulating the ac- 
counts in their own way to ask a court to 
say that the persons who have projected 
such an undertaking as this are to 
be regarded as making unreasonable 
charges. . . . Their Lordships can 
hardly characterize that argument as any- 
thing less than preposterous.” 


It seems to me that the Wisconsin com- 
mission’s views on the economic situation are 
better founded than its opinion on the ac- 
counting and operating questions involved. 
A reduction of 124 per cent in rates at this 
time does not seem unreasonable. 

The weakness of utility regulation has al- 
ways been in the failure of government to 
consider all the economic questions involved. 
If “value of service” could used as an 
upper limit as well as a lower limit for rates, 
the utilities certainly could not object. 

I have long thought that the general use 
of this rule would provide a way out of the 
morass of valuation questions into which we 
have been led by attempts to limit utility 
income to fair return on fair value. 

—C. Ermer Bown, 
Pittsburgh, Pa. 
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The March of Events 





Proposed Laws to Regulate In- 
surance Holding Companies 


tT the National Convention of Insurance 

Commissioners held at Dallas, Texas, 
and attended by representatives of more 
than thirty states, there was appointed a 
committee of five state insurance commis- 
sioners to draft a proposed form of bill for 
the regulation of interlocking directorates 
and holding company control of insurance 
companies. The Missouri superintendent of 
insurance, J. B. Thompson, suggested that 
a legislative proposal on the question of hold- 
ing company control be prepared which re- 
sulted in a discussion of the subject by the 
North Dakota Commissioner, S. A. Olsness. 
The committee, it was agreed, was not to 
report until December, when it is planned to 
draft the proposed bill which will be pre- 
sented for adoption to the various state legis- 
latures during January. 

Mr. Olsness urged the convention to go on 
record in condemnation of any further ac- 
quirement of control of life insurance com- 
panies by holding companies. 


* 


Leading Decision on Regulation 
of Contract Carriers Looms 


EGAL specialists in public utility law seem 

to agree that there is an excellent pos- 
sibility of a “landmark” decision being hand- 
ed down by the United States Supreme 
Court during the current term which will 
definitely settle many doubts concerning the 
right of states to regulate contract motor 
carriers. This feeling results from the an- 
nouncement by Chief Justice Hughes on 
October 17th that the highest court would 
take jurisdiction of an appeal brought by 
several motor truck operators of Texas to 
test the validity of a Texas statute which 
provides for regulation of common and con- 
tract motor carriers. The case goes up on 
an appeal from a decision of the Federal 
district court in Stephenson v. Binford 
(P.U.R.1932A, 1, 53 F. (2d) 509), a much 
discussed decision which upheld the validity 
of the statute and stated that it was a 
“clear, simple declaration of policy that the 


e 


public has an interest in the business of car- 
riage | for hire over the highways of the 
state.’ 

In their appeal to the Supreme Court the 
contract carriers contended that the enforce- 
ment of the act would bring about a com- 
plete destruction of their respective busi- 
nesses. They instituted and brought this 
action not only for themselves but on be- 
half of all contract carriers in Texas simi- 
larly situated. 

The statute in question prohibits the op- 
eration of private contract carriers without 
permits issued by the state railroad commis- 
sion. The commission is authorized to grant 
or refuse such permits upon consideration 
of conditions prevailing as to the existing 
service of common carriers and of the trans- 
portation and traffic structure. The com- 
mission is also empowered by the statute to 
fix maximum and minimum rates to be 
charged by contract carriers. It expressly 
provides that such rates shall not be less than 
rates prescribed for common carriers doing 
the same business. 


- 


Interstate Compacts for Control 
of Oil and Gas Discussed 


orTHCUTT Ely, chairman of the technical 

and advisory committee of the Federal 
Oil Conservation Board, in a recent address 
before the petroleum division of the Ameri- 
can Institute of Mining and Metallurgical 
Engineers at Ponca City, Oklahoma, de- 
scribed the machinery provided by the Fed- 
eral Constitution for the making of inter- 
state compacts with special reference to the 
specific proposals for interstate agreement 
for the conservation of oil and gas. The 
interstate compact was said to be essentially 
a device for solving regional problems which 
transcend state lines but are outside the scope 
of Federal authority. 

Of the twenty leading oil-producing states, 
nineteen have authorized compacts for vari- 
ous purposes. Mr. Ely discussed the objec- 
tives of the fifty-seven compacts authorized 
by Congress. He stated that the device could 
be effectually employed to supplement the 
existing deficiencies in state regulatory au- 
thority. 
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Alabama 


Pre-war Phone Rates Asked 


EDUCTION in telephone rates to the 1914 
level was asked in a petition of the Ala- 
bama Public Service Commission by the Ala- 
bama Rate Association, according to a dis- 


e 


patch to the Birmingham Post of October 
14th. It was said that such a reduction 
would make straight rates for home tele- 
phones $3 instead of $4 per month, and would 
lower business rates from $8.50 to $6 in the 
city of Birmingham. 


Arizona 


City Water Rates Reduced 


RETURN to a flat rate of $3 per month 

for city water service was voted by the 
city commission of Phoenix upon motion of 
City Commissioner R. E. Patton. Rates on 
unmetered water service had been advanced 
in many instances as the result of a survey 
of the water department. The survey showed 


e 


that in these instances the lots being served 
were larger than the 50-foot limit upon 
which the $3 flat rate was based. 

_ Under the commission’s more recent rul- 
ing, however, the $3 rate would apply to 
all lots regardless of size and there will be 
no extra charge for plumbing or other ac- 
cessories using an unusual amount of city 
water. 


Distri&t of Columbia 


Utility Asked to Explain Rates 


HE District of Columbia Public Utilities 

Commission sent letters to the Washing- 
ton and Georgetown Gas Light companies 
asking their officials to explain to customers 
the intricacies of the “demand charges” for 
gas service in addition to the regular con- 
sumption charges. 

The commission suggested that the com- 
panies draw up form letters containing the 
explanation, and send them to each of the 
customers using the demand-charge services. 
Under the existing rate schedules the de- 
mand charge is used in Washington only for 
house heating and other heavy duty gas 
schedules. 

- 


Nickel Plan Car Fare Hits Snag 


A* objection to joining an experiment to 
test the practicability of 5-cent zone fares 
was sent to the public utilities commission on 
October 8th by William F. Ham, president 
of the Washington Railway and Electric 
Company, one of two traction systems operat- 
ing in the capital city. Mr. Ham declared in 
his letter to Major General Mason M. Pat- 
rick, chairman of the District commission, 
that under the present system of dual opera- 
tion with the “cut-throat taxicab methods 
prevailing in this city” no temporary expedi- 
ent or experimental palliatives, such as that 
proposed by People’s Counsel Richmond B. 
Keech, would solve the problem of the local 


transit company. The position taken by Mr. 
Ham was said to obstruct the plan of the 
commission for a 5-cent fare experiment in 
the capital city recently proposed by Mr. 
Keech. Both the Capital Traction Company 
and the Washington Rapid Transit Bus 
Company had agreed to consider a tryout of 
the zone system of fares. Mr. Ham’s letter 
was written with the approval of the board 
of directors of the Washington Railway and 
Electric Company. 


¥ 


Phone Rate Cut Held Up by 
Court Order 


10-PER cent reduction in telephone rates 
ordered into effect September 15th by 
the District of Columbia Public Utilities 
Commission will be held in abeyance for 
two or three months until the supreme court 
of the District of Columbia considers the 
case on its merits, as the result of the action 
of Supreme Court Justice Peyton Gordon in 
granting a temporary injunction restraining 
the commission from enforcing the rate re- 
duction in upholding a petition of the Chesa- 
peake & Potomac Telephone Company. 
When the litigation comes up for final 
hearing before the District Supreme Court 
the issues to be decided are whether the 
properties of the company are being confis- 
cated by the commission’s orders which fixes 
the valuation of the properties at $29,000,000 
and an allowable rate of return on this value 
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at 6 per cent. The company claims a value 
of $36,000,000 and the right to earn a return 
of not less than 7 per cent. 

By an act of Congress appeals from the 
decisions of the District commission are giv- 
en precedence over all other business of the 


court. The telephone company was required 
to file a bond of $100,000 to indemnify sub- 
scribers for any loss in the event the company 
does not prevail in the final hearing of its 
contest against the rate reduction. In such 
event the money will be redistributed. 


7 
Florida 


Gas Rate Inquiry Turned Down 


Cz Utilities Commissioner Ernest E. An- 
ders’ proposal to make an inquiry into 
rates charged by the Jacksonville Gas Com- 
pany in the city of Jacksonville with a view 
to securing a reduction in the schedule of 
charges was turned down at a meeting of 
the city commission on October 12th. The 
commissioners declined to act on Mr. Anders’ 


e 


proposal after receiving an opinion from City 
Attorney Austin Miller that it would be un- 
wise to take action in view of the lack of in- 
formation to justify the employment of an 
engineer to conduct an investigation into il- 
lumiating gas rates. Mr. Anders’ sugges- 
tion went down for want of a second as did 
two other resolutions and a motion-all cov- 
ering some phase of his proposed inquiry into 
the gas rate situation at Jacksonville. 


Illinois 


Billing Customers Absent dur- 
ing Meter Readings 


A* experiment in billing gas and electric 
users, who are absent from home when 
the meter reader makes his regular visit, is 
being tried by the Northern Illinois Public 
Service Co. with the permission of the IIli- 
nois commission. Under this plan the cus- 
tomer who is not at home when the meter 
reader calls receives a bill based upon his 
average monthly consumption together with 
a notice informing him that payment of the 
bill is not obligatory, but that, when paid, 
the amount will be credited to the customer’s 
account and such account will be subsequent- 
ly adjusted when actual reading is possible. 
The company hopes through this plan to 
avoid the accumulation of amounts due over 
successive months through the failure of the 
company to obtain meter readings. 


7 


Utility Rate Inquiry in 
Normal City 


HE Normal City Council meeting Oc- 

tober 4th authorized arrangements to be 
made with engineers for a survey of elec- 
tricity, gas, and telephone rates in cities the 
size of Normal to determine if Normal is 
paying excess charges for such services. The 
action was suggested by Councilman E. A. 
Turner who said that he believed that rates 
charged the city and Normal residents were 
excessive and should be investigated. Mayor 
E. L. Beach was authorized to communicate 
with Alex Van Praag, a Decatur engineer, 
who was to make the survey and give a re- 
port to the council, according to the plan 
outlined, showing comparison of rates in 
other cities. The findings of the engineer 
will be used as a basis to determine what, if 
any, action shall be taken by the city. 


Indiana 


Voluntary Rate Cut Accepted in 
South Bend 


A= in the rate for electric light 
and power service in South Bend offered 
by the Indiana and Michigan Electric Com- 
pany was approved by a resolution unani- 
mously adopted by the city council on Oc- 


tober 10th. The reduction provides for 


lowering the rate one cent on the kilowatt 
hour for residential use and to 22,000 users 
of the residence tariff in South Bend, the re- 
duction will mean an annual saving of $90,- 
000. In the adoption of the resolution the 
city agreed to join the electric company in 
a petition to the public service commission 
asking that the new low tariff be accepted 
and approved. Approval of the commission 
is regarded as a certainty. 
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Maine 


Complaint against Rate Discrim- 
ination in Edgecomb 


WELVE residents of Edgecomb complained 
to the public utilities commission on Oc- 
tober 14th that the Central Maine Power 
Company was selling electricity to one sub- 
scriber for $1 a month whereas the com- 
plainants were compelled to pay $3 for serv- 


ice from the same line. The complainants 
allege that they signed a contract with the 
power company that for five years they would 
not pay less than $36 a year for electricity. 
It was also represented that no one would be 
supplied during the five years at a rate of 
less than $3 a month. The complainants 
asked the commission to declare the $3 rate 
unjust and discriminatory. The commission 
sent a notice to the company. 
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Massachusetts 


Economy Suggested for the 
Boston Elevated 


gf neroony to the provisions of the Massa- 
chusetts law (§ 3, Chap. 333 of the Acts 
of 1931), the trustees of the Boston Elevated 
Railway Company notified the department of 
a deficit in its operations for the year ending 
June 30, 1932. The Massachusetts depart- 
ment thereupon instituted an investigation 
into the operations and expenses for each de- 
partment of the company under the direction 
of its chief engineer. As the result of this 
investigation the department thought that 
certain economies could be effected. A re- 
pott of the proposals having the approval 
of the trustees of the Boston Elevated Rail- 
way Company was sent to Governor Joseph 
B. Ely. Suggested economies principally con- 
cerned reduction in the clerical force of the 
board of trustees, the general manager’s 
office, treasury department, as well as a re- 
duction in telephone trunk service and in 
the cost of other facilities. Regulation of 
taxicab competition was also suggested. It 
was estimated that the proposed reductions 
would net an annual saving of $1,822,270. 


* 


Rate Cut Proposal to Be Sub- 
mitted to Commission 


Pon the recommendations of the commit- 
tee as a whole, City Councilor Dooley 
of Salem, chairman, the council on October 
13th expressed itself in favor of having the 
proposed new schedule of electric light rates 
in Salem, submitted several weeks ago by 
the local electric light company, presented 
to the state department of public utilities 
for consideration by its members. The report 
was accepted and on the vote for adoption 
of the recommendations City Councilor Cof- 
7 was the only member opposed. 
he proposal of the company has as its out- 
standing feature a saving of $53,000 a year 
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for Salem consumers. Under the plan, the 
residence rate was reduced one cent per kilo- 
watt hour in the top price. All residential 
and commercial consumers paying more than 
the minimum charge will receive a reduction. 
Councilor Coffey’s opposition is based on his 
belief that the rate adjustment was not en- 
tirely fair to the smaller consumers. He had 
previously advocated a flat rate and the elim- 
ination of the room-count charge. 


* 


Multiplicity of Petitions 
Irks Utility 


Ws a group of petitioners several 
weeks ago complained against the rates 
of the Cambridge Electric Light Company, a 
resulting compromise gave the consumers 
the cheapest rate in the state—5 cents per 
kilowatt hour with no minimum charge, ac- 
cording to a statement by Robert G. ge, 
counsel for the company. As part of the 
compromise, however, it was said that Mr. 
Wallace Walker, representing the petitioners, 
agreed not to bring a further petition for a 
reduction in rates for three months so as to 
give a fair opportunity for determining the 
effect of the revised schedule. Before the 
expiration of that period, however, another 
petition was brought by Mr. Joseph P. Coyne 
who explained that Mr. Walker and others 
who had agreed to the first compromise had 
not joined in the second petition. 

“Tt does not seem as if the company should 
be continuously faced with these petitions,” 
said Mr. Dodge, in representing the compan 
before the commission in the second proceed- 
ing. “This proceeding in fairness to the com- 
mission and the company should be postponed 
until opportunity is had to ascertain what 
the effect of the reduction will be.” The 
commissioners hearing the case held a brief 
conference and decided to set the case down 
for further hearing at a later date. 

Mr. Coyne in the second proceeding sub- 
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mitted a list of 45 questions relating to the’ 
operation of the company. Commissioner 
Webber told Mr. Coyne that he was opposed 
to the interrogatory method of obtaining in- 
formation from the company, stating that 


e 


the public was vitally interested in such rate 
cases, and that the commission had the pow- 
er to summon anyone desired by the petition- 
ers and bring them on the witness stand for 
examination by counsel for the petitioners. 


Nebraska 


Mitchell Votes to Establish 
Municipal Plant 


Co interest is reported to have 
resulted from the action of the Mitchell 
voters in approving at a special election held 
October 4th a proposition to take over the 
local electric plant owned by the Western 
Public Service Company, which owns a num- 
ber of other plants in that district, including 
its main plant in Scottsbluff. Two weeks 
before Scottsbluff citizens in a special elec- 
tion had rejected a similar proposal. 

Under Nebraska law cities may, with 
the approval of the voters, as shown by spe- 
cial election, exercise the right of eminent 
domain to acquire any public utility situated 
within or partly within their municipal lim- 
its. As a result of the Mitchell election the 
Nebraska Supreme Court will, according to 
statute, appoint three district judges to con- 
stitute a special condemnation court. The 
law also requires that “severance damages” 
shall be awarded in addition to the value of 
the plant actually acquired where a portion 
of the utility’s system is acquired by such 
condemnation. 

Both the city and the utility have the right 
of appeal to the state courts if either are not 
satisfied with the award of the condemnation 
court. It has been “conservatively” estimat- 
ed that the Mitchell plant should be valued at 
approximately $40,000. The Mitchell citizens 
believe that it can be placed upon a profitable 
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basis and have municipal operation. It is 
reported, however, that the Western Public 
Service Company intends to attack the con- 
stitutionality of the law and that considerable 
litigation will probably have to be gone 
pa before the city can take over the 
plant. 

In connection with the Mitchell incident 
an interesting dispatch from the office of 
the Nebraska Railway Commission points 
out that although in the 1930 general elec- 
tion a considerable number of the voters of 
Nebraska approved an initiated law which 
gave to municipalities and utility districts 
the right to extend their electrical distribu- 
tion systems, only 20 applications under the 
provisions of this law (which e ef- 
fective in 1931) have actually been filed with 
the Nebraska State Railway Commission, 
whose authority is necessary in connection 
with the building or extension of electrical 
transmission lines. 

It was indicated that the building or ex- 
tension by municipalities of such electrical 
transmission lines was probably affected by 
the economic depression. A comparison of 
the first nine months of 1932 with the same 
period of 1931 indicates that applications by 
all types of utilities, whether municipally or 
privately owned, to the Nebraska commis- 
sion for the construction of transmission 
lines have fallen off slightly more than 75 
per cent. It was stated that a number of 
Nebraska cities are carefully watching the 
outcome of the Mitchell experiment. 


New Jersey 


Municipalities Prepare Rate 
Reduction Data 


) oF pee rons of the committee recently ap- 
pointed at the State League of Munici- 
palities’ Asbury Park convention to bring 
about a reduction in gas and electric rates 
were preparing, according to the Passaic 
Herald-News of October 14th, to make public 
a considerable mass of statistics to show 
that the Public Service Electric & Gas Com- 
pany could grant such reductions and still 
operate at a profit. 


The work of the committee is being aided 
by George W. Page, director of parks and 
public property of Trenton. The State 
League of Municipalities is said to be com- 
posed of 280 New Jersey municipalities. It 
is the committee’s intention to meet at an 
early date to effect a hearing with the Pub- 
lic Service Company’s officials and members 
of the state public utilities commission where 
the proposition of a lighting rate reduction 
will be discussed. 

The city of Passaic joined in the fight 
on October 24th when Mayor John R. John- 
son published a statement that although Pas- 
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saic’s light rate had not changed since 1911, 
the cost of street lighting in the city had 
doubled. 

Meantime, a dispatch from the Trenton 
Times, states that Harry L. Bacharach, may- 
or of Atlantic City and a member of the 
New Jersey Board of Public Utility Com- 
missioners, expects that the Public Service 
Electric and Gas Company will make a reduc- 
tion shortly after January 1, 1933, which will 
affect every domestic consumer in the state. 


e 


It was indicated that a readjustment of 
charges may include both so-called “first- 
step” and “second-step” users. Mayor Bach- 
arach pointed out that the commission was 
attempting to achieve by negotiations instead 
of a rate appeal a reduction in electric 
charges. A formal rate procedure, he said, 
would involve an expenditure of several 
hundred thousands of dollars and require 
a valuation which would take considerable 
time to complete. 


New Mexico 


High Insurance Rates Stirs 
Motor Carriers 


[es Joseph S. Baca of New 
Mexico has issued a statement declaring 
that large increases in the premium rates for 
public liability insurance for common-carrier 
busses and trucks has resulted in an action 
by 31 motor carriers against the state cor- 
poration commission to restrain the latter 
from suspending their operations for failure 
to comply with the insurance provisions of 
the 1929 law of New Mexico. According 
to the statement, the injunction has been 
obtained. Commissioner Baca pointed to 
the danger of bus tragedies in the absence 
of public liability protection and indicated 
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that the bus operators will probably carry 
their case before the next legislature, which 
meets in January, 1933. He said that it 
was against the policy of the commission to 
permit busses to operate without sufficient in- 
surance to protect their passengers from in- 
jury and death, but that the commission did 
not wish to force carriers to pay high pre- 
miums on a greater amount of insurance 
than was strictly necessary. Under the 1929 
law the New Mexico carriers were required 
to have insurance coverage of $10,000 for in- 
jury to a single person and $25,000 for one 
accident of twelve passengers or less. Com- 
missioner Baca also pointed out that in Colo- 
rado, an adjoining state, the limit of insur- 
ance was only $5,000 and $10,000 respective- 
ly for such situations. 


New York 


Bronx Gas Rates Attacked 


Pecans the gas rates charged in the 
Bronx by the Bronx Gas and Electric 
Company as unreasonable and excessive, 
civic organizations of that borough enlisted 
the aid of Corporation Counsel Hilly on 
October 18th in a fight against such rates 


to be made before the state public service 
commission. 

The petition says that the Bronx Gas and 
Electric Company is a subsidiary of the Con- 
solidated Gas Company. It recites that the 
Bronx company charges rates higher than 
those of other Consolidated subsidiaries 
serving territory adjacent to the Bronx. 
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North Carolina 


Durham Rate Probe Progresses 


T= corporation commission continues its 
investigation into the rates of the Dur- 
ham Public Service Company for service in 
the city of Durham. City Manager R. W. 
Flack on October 13th pointed out a differ- 
ence of $829,777.37 between the tax list valu- 
ation of all the company’s property, including 
electric, bus, and ice facilities, and the rate 
valuation of the electric property alone. 


Commissioner Stanley Winborne explained 
that a certain amount of discrepancy must 
exist as there are intangible elements enter- 
ing into the fixing of a property valuation up- 
on which rates are based, while no such ele- 
ments need be considered when the Prop” 
erty is listed for taxation. Furthermore, he 
added, “there is a possibility that tax ap- 
praisers have underestimated the property. 
In either case, however, the city of Durham 
loses, on one hand by curtailed revenues, and 


591 





SS RSA MET cree NAT Yee” 
ee a IC a Bi od ate Pe ees erty 


PUBLIC UTILITIES FORTNIGHTLY 


on the other by unjust electric rates—and the 


corporation commission intends definitely to 
adjust the matter.” The commissioner add- 


ed that it was impossible to give an exact 
date at which a definite adjustment would be 
completed, according to the Durham Herald, 
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Ohio 


Akron Gas Rate Appeal to 
Be Heard 


PPLICATION by the city of Akron for 

emergency reduction in gas rates of 
approximately 7 cents per thousand cubic 
feet will be heard by the Ohio commission 
starting Monday, October 24th. The an- 
nouncement on the hearings came as some- 
what of a surprise, according to the Akron 
Beacon Journal, to G. H. Doolittle, director 


of law, and Rice Hershey, assistant director, 
who had filed the application of the city, 
They had anticipated a delay of more than 
a month. 

The city of Akron made no request for 
fixing a definite emergency rate, but sug. 
gests a rate comparable with the 55-cent 
flat rate recently handed down by the com. 
mission in the Columbus gas rate case. The 
present rate in Akron is 83 cents for the first 
300 cubic feet and 50 cents for each thousand 
cubic feet thereafter. 
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Oklahoma 


Pawhuska in the Laundry 
Business 


2 Osage County News in an editorial 
of October 7th questions the wisdom of 
the city of Pawhuska in installing a laun- 
dry at the city hospital saving the taxpayers 


$125 per month in laundry bill, but adding 
the cost of purchasing other equipment, sup- 
plies each month, and the cost of operating 
the laundry. The editorial states that in 
doing so the city gas plant lost probably 
the best customer it had—a laundry com- 
pany, which used in the neighborhood of 
$300 worth of gas each month. 


& 
Oregon 


Asks Federal Power Commission 
to Take Jurisdiction 


Pre Utility Commissioner Charles M. 
Thomas of Oregon has requested the Fed- 
eral Power Commission to assume jurisdic- 
tion over stock and bonds of the Portland 
General Electric Company, Pacific North- 
west Public Service Company, and the Port- 
land Traction Company, pending the time 
when such jurisdiction is granted by the 
Oregon legislature to the state commissioner. 


7 


Mr. Thomas said that it was his understand- 
ing that the Federal Water Power Act pro- 
vided for the exercise of such jurisdiction 
by the Federal Power Commission where 
states have not been granted authority to 
supervise utility securities by their own legis- 
lature. He said that he had reason to hope 
that the next session of the legislature which 
meets in January would grant to the state 
commissioner supervision over all securities 
of local operating companies, but that he was 
concerned over what might happen in the 
interim. 


Pennsylvania 


Five-cent Fare for Philadelphia 
Declared Unprofitable 


HE Philadelphia Rapid Transit Company 
told the Pennsylvania Public Service 


Commission on October 18th that it would be 
financially impossible to return to a 5-cent 
trolley fare. In an answer to a petition filed 
two weeks ago by S. Davis Wilson and his 
wife asking a revaluation of the company’s 
property, the company informed the com- 
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mission that it expected to close the current 
year with an operating deficit of $758,137, in 
spite of a reduction of 36 per cent in operat- 
ing expenses since 1928. Mr. and Mrs. Wil- 
son, in their petition, had asked for a resump- 
tion of the 5-cent fare. 

The company said that negotiations are 
under way between a committee of the com- 
pany’s board and an executive committee of 
the Union Traction Company looking to a 
further cut in operating expenses by a reduc- 
* tion in the underlying company rents. 
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om Senate Investigation Gets 
i under Way 





EARINGS in the investigation of the public 
H service commission by the Rial Senate 
committee were inaugurated October 14th 
at Harrisburg. It was expected that the 
public service commission would submit data 











Voluntary Rate Cuts Meet 
Approval 


M*x George T. McGregor of Anderson 
announced that a contract submitted 
to the city council by the management of 
the Southern Public Utilities Company would 
probably meet with approval at an early 
date. Mayor McGregor said that the pro- 
posed contract would effect a saving in the 
city’s water and light bill of approximately 
$9,000 a year. It was said, that with the 
exception of a few minor details that are 
being worked out by City Attorney G. C. 
Sullivan and attorneys for the utility, the 
approval of the contract as amended and 
changed is practically assured. 















Commission Reduces Electric 
Rates in Western Tennessee 


ECLARING that “each dollar paid to an 
electric utility should buy more elec- 
tricity than it did in 1929 and for some years 
prior thereto when the purchasing power of 
the dollar was considerably under what it is 
now,” the state railroad and public utilities 
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concerning all of its rate cases since the in- 
ception of the commission in 1914. In the 
meantime Oliver K. Eaton of Pittsburgh, 
chief counsel of the committee, and Senator 
William S. Rial of Westmoreland, chairman, 
will keep in touch with Governor Pinchot 
and Attorney General Schnader as to de- 
velopments of the investigation. 

The committee has asked Governor Pin- 
chot to give all data in his possession con- 
cerning his charges that the commission 
been made an instrument of the utilities and 
any facts relating to the misconduct on the 
part of any commissioner or former com- 
missioner in his relations with the utilities. 
Attorney General Schnader has also 
asked to codperate with the committee in 
the prosecution of its inquiry. 

Three officers of the state capitol have 
been set aside for the committee, and investi- 
gators are at work gathering other data for 
the committee. Chairman Rial declined to 
reveal the names or number of the investiga- 
tors so employed. 





Supreme Court Hears 
Rate Argument 


HE state supreme court took under ad- 

visement on October 15th the motion of 
the Broad River Power Company to vacate 
its rule to show cause in the case of two 
companies and certain individuals why cer- 
tain documentary evidence concerning the 
relation of the Broad River Power Compan 
and affiliated units of the Associated Gas 
Electric System should not be produced in an 
investigation now being conducted by the 
South Carolina commission. Irvine F. Bel- 


ser, counsel for the commission, has already 
conceded that the show cause order should 
be vacated in the case of one company. 





commission on October 8th handed down an 
opinion and order in the Kentucky-Tennessee 
Light & Power Company “show cause” hear- 
ing resulting in rate slashes amounting, in 
some instances, to approximately 20 per cent. 
Reduced charges in twenty-four of the 
twenty-eight towns served by the company 
were estimated to approximate a saving to 
consumers of between $28,000 and $30,000 
annually, according to Commissioner Dunlap. 
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The Latest Utility Rulings 





Private Company Leasehold of Municipal Electric Plant Sustained 


HE Michigan Supreme Court has 

affirmed the right of the city of 
Grand Rapids to lease its municipal 
plant to a private company for opera- 
tion. The case arose from a suit by 
certain taxpayers to restrain the city 
from performing a contract with a pri- 
vate company which gave to the latter 
a 3-year lease of the municipal lighting 
plant with the optional right of renewal 
for successive periods of three years 
and for further option (by and with the 
consent of the voters) of selling the 
municipal plant to the private company 
upon terms specified in the contract. 
The complaining taxpayers based their 
suit upon three contentions: (1) that 
the city officials had no authority to 
lease the city’s plant without the consent 
of the voters; (2) that the private com- 
pany would, under the terms of the con- 
tract, operate without a franchise ap- 
proved by the voters in violation of the 
Michigan Constitution; (3) that the 
contract perpetrated a fraud upon the 
city and its taxpayers in that the city 
commission was duped into an agree- 
ment to pay the company rates for 
street lighting which would yield to the 
company a return on a plant investment 
which it did not own, but which actual- 
ly belonged to the city itself. 

As to the first contention, the court 
held that under the lease the city would 
continue to own its electric plant and 
that there was nothing in the Michigan 
law requiring the consent of the elec- 
tors to the change in the method of op- 


eration effected by the lease. On the 
second point the court distinguished be- 
tween a lease and a franchise, and con- 
cluded that although the consummation 
of the contract between the city and the 
company did not amount to the grant- 
ing of a franchise to the company, it 
was not necessary that a franchise 
should be granted to the company to 
enable the latter to operate as a lessee 
under its contract. Upon the third 
point the court pointed out that the 
rental which the city charged the com- 
pany for its lease was made up of a 
charge for interest on the value of the 
plant, including depreciation and taxes, 
which the company would be required 
to pay if it owned the property itself. 
On this point, however, the court was 
very emphatic in observing that it would 
not interfere with the discretion vested 
in city officials unless such officials 
transcended their power. The court 
said that where city officials acted with- 
in the scope of their power, and in do- 
ing so made a mistake, it was not the 
business of the court to amend or cor- 
rect such a mistake. Whether the city 
commission made a good bargain or a 
bad bargain, therefore, was said to be 
none of the court’s business. The court 
stated that if careful estimates of the 
comparative costs between municipal 
operation and private operation were 
even approximately correct, it was 
probable that the contract will prove 
quite advantageous to the city. White 
ei al. v. Grand Rapids et al. 
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Federal Power Commission Reverses Former Ruling 


HE Federal Power Commission 
has reversed the position taken by 
its predecessor as to the navigability of 


the New river in Virginia. In June, 
1927, the commission, as formerly con- 
stituted, adopted an order declaring that 
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such river was not navigable water 
within the meaning of the Federal Wa- 
ter Power Act. In April, 1931, the 
present commission denied the applica- 
tion of the Appalachian Electric Pow- 
er Company for a minor-part license 
and held that it should be tendered a 
standard-form license but expressed no 
definite opinion as to the navigability 
’ of the river in question. Subsequently 
the power company in a Federal district 
court of Virginia brought suit against 
the commission. In the course of the 
argument the company’s counsel assert- 
ed that the present commission in April, 
1931, affirmed and adopted a finding of 
the predecessor commission dated June, 


1927, to the effect that the New river 
was not navigable. Upon becoming in- 
formed of this argument of counsel the 
Federal Power Commission on October 
17th announced the adoption of a reso- 
lution definitely finding and declaring 
the New river to be “navigable waters” 
from the mouth of Wilson creek, Vir- 
ginia, north, thus specifically reversing 
the finding of the predecessor commis- 
sion in 1927. The action was taken, it 
was explained, “to correct misunder- 
standing and misinterpretation of the 
commission’s earlier action in the mat- 
ter of navigability of New river.” 
Commissioner Williamson concurred 
specially. Re Appalachian Power Co. 


e 


New Missouri Rulings on the Acquisition of Utility Stock Control 


RECENT decision of the Missouri 

Supreme Court has laid down two 
important doctrines with regard to the 
transfer of utility control through the 
acquisition of securities. First of all 
the Missouri court held that the public 
policy of that state is opposed to the ac- 
quisition by a foreign company not li- 
censed to do business within the state of 
more than 10 per cent of the capital 
stock of a public utility company. The 
second doctrine was‘to the effect that 
there must be an affirmative finding of 
public benefit as a condition precedent 
tc a grant by the commission of its ap- 
proval to the acquisition of more than 
10 per cent of the stock of an operating 
utility by another corporation. 

It appears that Missouri has a law 
forbidding the acquisition of more than 
10 per cent of the stock of an operating 
utility in that state by another corpora- 
tion doing business in that state unless 
such acquisition is approved by the com- 
mission. The Utilities Company, a 
Delaware corporation, and a holding 
company not licensed to do business in 
Missouri, sought the consent of the 
Missouri commission to acquire more 
than 10 per cent of the total capital 
stock of the St. Louis Public Service 


Company, which operates the street 
railway in that city. The city of St. 
Louis and certain others objected to the 
application and contended that the ap- 
plicant was an unlicensed foreign cor- 
poration, and, as such, was without the 
status of a legal corporation in Mis- 
souri; that certain acts performed by 
the applicant holding company and cer- 
tain acts which it sought to perform ac- 
tually constituted the “doing of busi- 
ness” within the meaning of the Mis- 
souri law (Art. 1 and 7 of Chap. 90, R. 
S. Mo. 1919) which requires foreign 
corporations to secure a license from 
the secretary of state before doing busi- 
ness within the state. The applicant 
holding company admitted that it was 
not licensed to do business within the 
state of Missouri, but claimed that it 
was not actually doing business there 
and did not propose to do business with- 
in the meaning of the governing statute. 
The point to be decided, therefore, was 
whether or not the holding company 
was actually doing business within the 
state. The commission decided that the 
statute requiring a foreign corporation 
to secure a license from the secretary of 
state before doing business was not to 
be applicable to a holding company 
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whose activities were limited to the ac- 
quisition of securities of other corpo- 
rations and to the furnishing of finan- 
cial and other administrative service 
to local corporations. Accordingly, it 
overruled the city’s objection. It point- 
ed out that the operating company was 
the one that was really doing business 
within the state and which was required 
to obtain the necessary license from the 
secretary of state. The supreme court 
on appeal, however, disagreed with the 
commission’s conclusions and held that 
the holding company was actually doing 
business in Missouri in violation of the 
statute forbidding unlicensed foreign 


corporations to do business there. It 
was held that the action of the commis- 
sion in approving of the transfer, there- 
fore, was against public policy. The 
commission had also ruled that a find- 
ing of no public detriment or injury 
likely to arise out of a proposed trans- 
fer of utility stock control was legally 
sufficient to sustain an order affirming 
such a transfer. The court disagreed 
with this view, however, and held that 
an affirmative public benefit must be 
shown as a condition precedent to the 
granting of such authority. State ex 
rel. City of St. Louis v. Public Service 
Commission. 


e 


Utilities Held Subject to Security Laws 


PON the request of James M. Ma- 
gee, chairman of the Pennsylvania 
Securities Commission, Deputy Attor- 
ney General William H. Neely of Penn- 
sylvania has rendered an opinion to the 
effect that the law of Pennsylvania gov- 
erning the sale of securities applies just 
as much to public service companies as 
it does to other corporations. The opin- 
ion held that while the Pennsylvania 
Securities Commission has no authority 
to regulate the issuance of securities by 
a public service company, it does have 
authority to investigate any such issue 
in the hands of dealers to determine 
whether fraud has been practiced in the 
offering and sale of the issue to the pub- 
lic. If such fraud is found, the opinion 


stated, the commission may forbid fur- 
ther sales of securities by the dealers. 
The opinion held that employees of pub- 
lic service companies, when selling se- 
curities of their employers, need not 
register as salesmen under the Pennsyl- 
vania law, but such salesmen are in all 
other respects subject to the same re- 
strictions and penalties and the same 
supervisory power of the securities 
commission as registered salesmen. It 
was also stated that the exemption of 
utility employees from registration ap- 
plied only where their sales operation 
was confined to the territory served by 
the utility company employing them. 
Re Sale of Securities of Public Service 
Companies. 


7 
Other Important Rulings 


EVERAL years ago the Montana com- 
S mission refused to - permit the 
Great Northern Utilities Company to 
put into effect rates for gas service 
at Shelby which were reduced for 
the apparent purpose of ousting a 
competitive utility. The state supreme 
court sustained the commission’s right 
to fix minimum rates, but a Federal 


court issued a temporary injunction 
restraining the enforcement of the com- 
mission’s order. An appeal was then 
taken to the Supreme Court of the Unit- 
ed States, which resulted in the proceed- 
ing being sent back to district court for 
hearing on the merits of the case. A 
Federal district court at Missoula has 
now issued a permanent injunction re- 
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straining the commission from enforc- 
ing its order establishing minimum 
rates. Great Northern Utilities Co. v. 
Montana Public Service Commission. 


The Connecticut commission has de- 
nied a petition of New Haven taxicab 
operators to be relieved from the meter 
rates imposed by a former order of the 


‘ commission and to be permitted to op- 


erate at flat rates in the vicinity of Yale 
Bow! during the football season. The 
taxi men contended that by reason of 
congested traffic and unusual demands 
for taxis during the football games they 
were losing much revenue by the meter 
rates, which are based upon actual dis- 
tance covered rather than time con- 
sumed in transit. The commission 
held, however, that the granting of the 
request would result in unlawful dis- 
crimination. It was also pointed out 
that the New Haven chief of police had 
noticed complaints when the flat rates 
were in effect. Re Terminal Taxi Co. 
et al. 


The United States Supreme Court 
denied the petition of the Clarion River 
Power Company to review the decision 
of the District of Columbia Court of 
Appeals upholding the authority of the 
Federal Power Commission to investi- 
gate the original cost of power projects 
in advance of the actual necessity for 
such a valuation. Clarion River Power 
Co. v. Smith et al. 


The Indiana commission has issued 
an order stating an agreed reduction of 
electric rates-in 19 cities and towns 
served by the Indiana General Service 
Company. The agreement, according 
to a statement by Commissioner Howell 
Ellis, marks the end of the Marion rate 
case in which an order of the commis- 
sion for a 20 per cent reduction was en- 
joined in the Federal court. The Mar- 
ion order was based upon the value of 
property used for service in that city, 
as was done in the Martinsville case, in- 
stead of considering the utility system 
asa unit. Re Indiana General Service 
Co. (The United States Supreme 
Court has indicated that it would take 
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jurisdiction in an appeal of the Wabash 
Valley Electric Company from a Fed- 
eral district court order, which denied 
the legality of the “system-wide” basis 
of valuation.) 


When Mr. William D. Collins of 
Steelville, Missouri, desired to transfer 
his telephone circuit to the poles carry- 
ing electric power circuits into his resi- 
dence so that he might remove the tele- 
phone poles along his private driveway, 
the telephone company refused to make 
the change because it was said that the 
company’s insurance would be _ in- 
creased and that the result would be un- 
safe installation. Mr. Collins com- 
plained to the commission that there 
was evidence that the proposed installa- 
tion did not conform to the National 
Electric Safety Code of the United 
States Bureau of Standards. The com- 
mission’s engineering department pro- 
posed a substitution of crossarms for 
metal brackets on the poles as likely to 
reduce the hazards to a minimum. The 
commission believed that if the engi- 
neering department’s suggestions were 
carried out there would be no undue 
hazards, and, in view of the large 
amount of joint use of poles by electric 
and telephone circuits throughout the 
state and country, ordered the telephone 
company to make the proposed reloca- 
tion of its circuits. Collins v. Steelville 
Teleph. Co. 


The Maine commission has held it- 
self to be without authority to entertain 
an application for reopening or rehear- 
ing in a case involving the relocation of 
an overpass eight months after the for- 
mal decree has been entered for the pur- 
pose of considering a claim for damages 
over which the commission has no ju- 
risdiction. The petition for rehearing 
was made by the owner and operator 
of a gasoline station and restaurant lo- 
cated near a former overpass which had 
been superseded by the relocation. The 
commission stated that such damages 
as result from a change in situation are 
not such as come within the purview 
of the law giving the commission juris- 
diction to assess the cost of damages re- 









